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The favourable reception which the public gave to 
the first edition, showed that the book satisfied a badly 
felt want. In. bringing out this second edition, I have 
thoroughly revised the book, expanding most of the chap- 
ters for the purpose of a more comprehensive discussion 
of certain important questions and adding much useful 
illustrative and statistical information. The effects of the 
extra-ordinary conditions created by the war have been 
shown in different places and an attempt has ‘been .made 
to bring the book up-to-date. 
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Preface to the First Edition. 


The following pages have been written with the object 
of meeting the needs of students who require guidance in 
the study of economic problems pertaining to India and 
of general readers who wish to get acquainted with the 
chief features of the economic organization and develop- 
ment of this country. The book does not presume to deal 
exhaustively with the subjects discussed—volumes will 
be required to do so. Itonly seeks to show briefly how 
the principles of Economics should be applied to Indian 
conditions, and to place before the reader the different 
aspects of Indian economic life. As such, the volume is 
expected to render material help to College students taking 
up general Economics, and Indian Economics in parti- 
cular, as special subjects, and to all others who take any 
interest in the advancement of this country and specially 
in the promotion of its economic and social well-being. 

The general order of treatment usually found in 
text-books on Economics, has been followed with a view 
to conduce to the convenience of the student, but in doing 
so, care has been taken to bring into prominence chief 
among the peculiar economic problems which require 
caraful study and demand a solution, in this country. The 
elementary principles have been briefly indicated in each 
place, and their application to Indian conditions has been 
pointed out. The economic changes which have taken 
place and which are in progress, have been traced, and the 
situation in India is compared with the development and 
position in Western countries. Very few people in India 
know the nature and working of even the simple laws 
which govern the production, exchange and distribution 
ef wealth or are acquainted with the modern machinery 
of trade, currency, credit and finance. This ignorance 
lands people into curious mistakes when they try to tackle 
economic problems; and well-directed attempts at the 
promotion of progress, are rendered difficult. Equally 


dangerous is the easy optimism of those who are led away 
by appearances and draw comforting conclusions both 
from the contrasts and the analogies presented by Indian 
conditions when compared with those prevalent elsewhere. 
This book, it is hoped, will supply a corrective to both 
these tendencies and will afford a true insight into the 
economic situation of India. 

The author has freely stated his own views on each 
question—this was inevitable and even necessary—and has 
also given reasons why he holds them. He has taken 
every care, however, to place the pros and cons in each 
case before the reader so as to stimulate thought and 
rouse @ spirit of enquiry, and to help him to form an 
opinion for himself. The reader is referred, in each chap- 
ter, to the literature he must go through if he wishes to 
prosecute his studies further, and the student will find the 
references helpful in acquiring a more intimate acquaint- 
ance with the subjects of study. Only very recently has the 
Importance of economic studies come to be appreciated, 
and the provision made for them is yet most inadequate. 
The text-books are very few and the information pertaining 
to different subjects is scattered through a large number of 
blue books, reports, monographs &c. The purpose of 
writing this book will be fully served if it satisfies the 
want which, the author knows, is keenly felt by students 
and general readers. 
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Chapter I, 


NATIONAL ECONOMICS. 
REFERENCES. 


Ranade: Essays in Indian Economics ; List : The National System 
of Political Economy ; J. Taylor Peddie: A National System of Eco- 
nomics; Theodore Mogjson: Economic Transition in India; and 
Organization of an Indian Province: ; Moreland: An Introduction to 
the Study of Economics ; Lees Smith: Studies in Indian Economics ; 
S. V. Ketkar: An Essay on Indian Economics ; D. E. Wacha: Four 
Papers on Commerce and Industry ; H. Stanley Jevons: Lecture on 
Economics in India; N. M. Muzumdar: Lecture on The Study of 
Indian Economics; V. G. Kale: Indian Industrial and Hconomic 
Problems. 

|, Economics in India :—lIt is hardly possible to 
over-estimate the value of a close and careful study of 
‘Indian Economics’, and the importance of the investiga- 
tion of economic conditions and of the application of 
remedies suggested by it for the promotion of the well- 
being of the mass of the Indian people, has been widely 
acknowledged. The expression ‘ Indian Economics’ has, 
however, been often misunderstood, and the idea of its 
constituting a special branch of study has been even 
ridiculed. Though a few well-known Indians have zealously 
devoted themselves to a study of Indian economic problems 
and have evolved a certain distinctive line of thought 
as well as substantial and definite results from their 
investigations, it can hardly be said that a ‘school’ of 
economic thought, as such, has been yet established in 
this country. 


It is true that a set of earnest students look at the 
more prominent questions relating to the economic con- 
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ditions in India from a particular point of view which 
does not accord with the angle of vision of the authorities 
in this country and in England. Nor does that view- 
point commend itself to an influential section of publicists 
and thinkers whose diagnosis of and remedies for the 
economic ills of India are entirely different. The prob- 
lems of trade, land revehue, currency, fiscal policy, caste, 
and the attitude of the State towards industrial enter. 
prise, are thus subjects on which opinion is sharply 
divided, and if a generalization may be allowed on such a 
subject, it may be observed that the trend of economic 
thought i in India is slowly hardening into an Indian 
‘school.’ 


‘Indian Economics’ does not constitute a separate 
science or a branch of the science of Economics. But 
Indian Economics may well lay claim to respectful con- 
sideration like English Political Economy, for instance, as 
it deals with peculiar political, social, intellectual and 
economic conditions which constitute an important sub- 
ject of research and study. At any rate, there is a 
general agreement that the progress of the country and 
the promotion of the welfare of its people, demand a 
scientific investigation at the hands of those who devote 
themselves to an inquiry into the material condition of 
. the various classes of the community in India with a view 
to finding out remedies for its amelioration. This is and 
ought to be the sense of the term ‘Indian Economics’, 
and it should not be understood, as it some times is, to 
signify any fresh contribution to Economic Science or the 
formulation of new economic theories, 


2. Peculiar Conditions :—The social, political 
and industrial organization in India has its special features 
‘which require careful study and which can not be Made 
easily to fit in with economic ideas and doctrines which | 
prevail at the moment in Western countries. These coun- 
‘tries themselves have passed through a variety of economic 
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phases and experiences, and India presents economift - afd 
social phenomena which have appeared at different stages 
in the development of western nations. The present ins 
dustrial organization of Europe and America cannot be 
said to be the final phase of their evolution which has 
been brought about by different geographic, climatic, 
religious and political influences. It is neither final nor, 
by any means, perfect. 


On what lines India should or will advance cannot be 
definitely stated. But the unifying effect of British rule 
in this country, the peace and orderly government which 
prevail within its borders, the Western edication which 
its people are receiving, the close contact into which this 
ancient land has been brought with the other countries of 
the most distant parts of the world, and the hopes and 
aspirations which have been roused in the public mind 
about their national destiny by happenings outside and 
within its borders, all these are factors whose influence on 
the development of India has been profound. The social 
institutions, the religious beliefs and the centuries-old 
traditions of the Indian people, have been and are being 
deeply affected by these influences, the result of which is 
a curious mixture of old and new, Eastern and Western. 
Consequently Indian economic phenomena have become 
most complex, though highly interesting, and it is difficult 
to say whither things are moving. It is the work of the 
economist to disentangle this mass of confused facts and 
tendencies and to apply to them the laws of his science 
in such a way as to suggest the lines along which progress 
should beneficially be directed. 


The vastness of the Indian continent, the diversity of 
physical and climatic conditions which prevail in its 
different parts, the variety of planes of intellectual and 
social progress on which the several Indian peoples stand 
and the heterogeneity of ideas, usages and institutions 
which distinguish its numerous communities, constitute 
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the immensely confused though attractive material on 
which the student has to work, and sweeping generaliza- 
ions and theories about India as a whole are absolutely 
ut of the question. At the back of this diversity and 
overshadowing it, there has always reposed a unity, how- 
ever, which has not escaped the attention of the stranger. 
And the influences which British rule has set at work are 
shaping the economic as well as the political destiny of 
the land in a manner the tendencies and results of which 
are discernible to the careful inquirer. In this twentieth 
century no country in the world can remain in isolation 
and can help being plunged into the vortex of modern 
material civilization, and Asiatic nations will no longer 
be what they were in the last century. Outside observers 
who do not know the Indian people intimately, therefore, 
feel that 
“there is an urgent need that some one or some 
fereur of men should set about trying to create a dis- 
tinctly Indian political economy. The difference be- 
tween the problems of England and those of this land 
must show you that there can be no greater danger 
than that of blindly following the writings of English 
economists. They are writings for a country in which ° 
the conditions afe entirely different to those which 
obtain here and they have at the back of their minds 


problems which are everything to them but which are 
little or nothing to you.” * 


3. Economic Policy :—Since the rise of the His- 
torical School of Political Economy, economic laws have 
lost their old dogmatic character, and it is now usual with 
economists, in dealing with the problems that come within 
their purview, to make allowance for different circum- 
stances which affect the operation of the laws of their 
science. The axiomatic assumptions of the older econo- 
mists are no longer accepted as the starting points of 








* Prof. Lees Smith ; ‘ Studies in Indian Economics.’ 
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discussion, but the development of every economic 
phenomenon and institution is carefully traced and the 
bearing upon it of political, social and intellectual environ- 
ments is properly taken into account. The inductive 
method of inquiry, used in conjunction with the deductive, 
has strengthened the position of the economic science 
and has rendered the role of the economist more practi- 


cal and valuable. 


"In economic, as in political affairs, two different and 
conflicting veins of thought are seen running along the 
development of the policy of the State in this country. 
Imbued with ideas and theories imbibed in England, the 
Indian rulers have sometimes attempted to foist upon an 
alien civilization the systems accepted as correct and 
beneficial in their own country, and it is no wonder if the 
doctrines of the orthodox economists should have been. 
applied wholesale to the conditions in India, On the other 
hand, the peculiar features of the political and socia 
organization in his country have been made the ground 
of a refusal to adopt in India measures which experience 
has proved beneficial in England and particularly on the 
Continent and in America. If laissez faire has thus been ~ 
the keynote of the policy of Government in certain mat- 
ters, in others it has gone to the other extreme, and some 
of its measures are national and socialistic to a degree.* 


We have noticed this fact not to emphasise the_in- 
consistency lurking in the policy of the State in India but 
rather to show that the lessons of the recent development 
of economic thought have not yet been adequately taken 
to heart by Government. Students of Indian Economics 
feel that the experience gained by nations similarly cir- 
cumstanced as India, is very valuable and that the 
measures taken by their Governments to promote the 
national prosperity of their people should be adopted in 
this country though they may militate against vested ine 





* See Ranade’s Essay on ‘Indian Political Economy.’ 
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terests and against pre-conceived notions as to correct 
economic doctrines which, after all, have relative ap- 
plicability. Writers of the Historical: or National school 
of Economics, therefore, insist that 
v“ Science must not deny the nature of special 
national circumstances, nor ignore and misrepresent 
. it, in order to promote cosmopolitan objects. These ob-~ 
jects can only be attained by paying regard to nature, 
and by trying to lead the separate nations in ac- 
cordance with it to a higher aim.’’* 
Apart from the peculiar geographical, climatic, re- 
ligious and social factors which peculiarly affect the 
economic condition of a country, there are other currents 
and cross-currents such as the consciousness of a growing 
communal and national unity, the struggle for self- 
preservation, the tendency to imitate and assimilate 
foreign institutions and ideas and the desire to attain a 
higher standard of material prosperity, which play an 
important part in determining the actions of peoples and 
states. In the construction of ‘an independent body of 
economic doctrines which could be logically deduced from 
the observed facts of Indian society,'¢ special national 
considerations will have their own share. Indian Econo- 
mics will, in this sense, be as List says, a National Political 
Economy as distinguished from the cosmopolitical. Eco- 
nomic doctrines must go through the ordeal of applicability 
to Indian conditions. Mr. Ranade systematically showed 
how this was necessary and his lead has been followed by 
several students who have thought and written on the 
subject. Sir Theodore Morison is right when he observes 
that the time has not yet come ‘when it is possible to 
attempt a complete statement of the economics of Indian 
industry, because ‘the material at our disposal is at 
present too scanty’; yet the pains-taking and observant 
student knows Indian conditions well enough to enable 
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him to discuss and indicate the direction in which things 
are moving and ought to move. 


4. Importance of Economic Studies :—That 
Indian Economics deserves careful study, is a truth which 
happily has now been recognized, as we have stated 
above, onall hands. In spite of its great value, however, 
for the promotion of the well-being of the people of the 
country, the subject has not received the attention it 
deserves. An eminent Indian economist remarks :— 

* Who will deny that for the future well-being of 
our national prosperity, the study of economics is of. 
priceless value? Is it not our paramount duty to wake 
up in this respect, if we are to succeed in the keen 
competitive race now going forward in the world, in 
arts and industries, manufactures and commerce, in . 
fact, in all matters which contribute to the larger 
production of wealth? The universal recognition of 
economic studies in all the civilized countries of the 
West is, we need not say, the most gratifying feature 
of our busy age and the most hopeful sign of the better 
welfare of the human race in the future. We earnestly 
put it to our countrymen whether they are to stand 
aside while the human race is progressing ?”’* 

Earnest men, convinced of the close relation which 
subsists between a correct knowledge of economic laws 
and conditions and the progress of society that may be 
achieved by the practical application of that knowledge, 
have always deplored in India the general apathy of the 
educated classes towards economic studies. This in- 
difference: may be due to our defective system of education 
or to the discouraging conditions that surround the 
student. Whatever the cause may be, latterly signs of 
improvement have been visible on all hands. The Uni- 
versities are taking kindly to the subject, for the teaching 
of which provision is being made, and the need of a study 
of economic science and of Indian Economics, has been 


a anne 


* D. E. Wacha : “ Four Papers 08 Commerce and Statistics.” 
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emphasised by the work of our Legislative Councils and 


the economic awakening which seems to have come over 
the country. 


Indian Economics, as we have pointed out above, is 
not a separate science, because it does not seek to dis- 
cover new laws which were not known to earlier thinkers. 
We have indeed to observe things as they are, describe the 
economic activities of the different classes of the popula- 
tion and to study the different economic phenomena like 
high prices, low wages, expanding trade and increasing 
rents and have to point out the relation of cause and 
effect. But we have also to indicate how improvement may 
be effected by individual and collective action, and how 
evils may be prevented and remedied. It thus suggests an 
application of economic laws to Indian conditions 
and pariakes more of the nature of the art of Economics 
or of a normative science. It is, besides, national in 
this sense that it deals with the peculiar conditions of 
India and has in view the special requirements of the 
material advancement of its people.* 


5. Theory and its Application :— The com- 
parative poverty and the general backwardness of the 
large mass of population in this country, are patent to 
every one who has devoted any thought to the subject, 
The standard of living and the earning capacity of the 
people are extremely low and the scope for improvement 
is vast. The social structure, the industrial organization 
and the political status, all require reform, and if a con- 
scious and systematic effort is to be made, it must be 
based upon accurate knowledge of facts and well-thought. 
out schemes, What part the State should play in bringing 


* The world war, attributed largely to the ambiticn of Germany, to secure 
economic no less than political predominance, gave a wonderful stimulus to 
discussions of economic problems relating to different.nations and. a large amount 
of literature on the subject has been produced during the last four years. 


THEORY AND ITS APPLICATION. -§ 


about this consummation, what steps it ought to be ex- 
pected to take for that purpose and how the creation of 
larger quantities of wealth iu the country should be faci- 
litated by a change in the attitude of individuals and groups 
of,individuals as well as of the State, are questions the 
solution of which depends on economic studies, whose 
results may be relied upon to suggest suitable action. 

The growing population of India must be decently 
housed, fed and clothed und the general level of its living 
must be raised. the national dividend must increase so 
that a much larger share of wealth may fall to the lot of 
each person, enabling him thereby to live a more happy 
life. The present condition in this respect,is, by common 
consent, not satisfactory, and the problem can be effec- 
tively solved only by a fruitful economic study and an 
earnest endeavour to apply the reinedy suggested by it. 
The work of the economist is cut out for him. What is 
required is enthusiasm and training. 

“That spirit of self-sacrifice is wanted amongst in- 
creasing numbers in this great Empire; it is wanted 
particularly in Economics and the kindred social 
sciences, for truly the problems of an economic charac- 
ter awaiting solution are gigantic. There are certain 
ways, too, in which India may be said to be parti- 
cularly dependent upon the science ard the art of 
economics for progress in social legislation.”’* 

‘We are all economists now’; and many people 
believe that they know the nature of social ailments and 
their specifics. 

“Tt isa popular delusion, that, while economic 
science itself is a difficult subject, the discussion of 
practical problems, in which economic forces play an 
important part,can safely be undertaken without special 
preparation. There is no warrant for this view. The . 
study of economic theory is, indeed, difficult: but the. 
application of the knowledge, which that study wins, 
to the guidance of practical affairs, is an even heaiver 

* Prof. H. Stanley Jevons: Economics in India—Inaugural Lecture. 
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(task; for, it needs, not only a full understanding of 
the theory, but also the trained judgment that can 
balance against one another a large number of quali- 
fying considerations.’ t 

Though the task of students of economics is so very 
difficult and responsible, its practical usefulness cannot be 
over-rated. Prof. Pigou goes on to observe :— 


“The complicated analyses, which they endeavour 
to carry through, are instruments for the betterment of 
human life. The misery and squalor that surround us, 
the injurious luxury of some wealthy families, the 
terrible uncertainty over-shadowing many families of 
the poor,-these are evils too plain to be ignored. Whether 
the life of man ends with his physical death, or is des- 
tined to pass unscathed through that gateway, the good 
an‘ the evil that he experiences here are real; and to 
promote the one and restrain the other isa compelling 
duty. It is easy, if we will, to make the difficulty of 
the task an excuse for leaving it unattempted. But,: 
difficulties, which deter the weak, are a spur and. 
stimulus to the strong. To display them, not to con-' 
ceal them, is the way to win worthy recruits. Neither 
by the timidity that waits at a distance, nor by the 
wild rush of undisciplined ardour is the summit of 
great mountains attained. First we must understand 
our task and prepare for it; and then, in the glow of 
sunrise, by united effort, we shall at last, perhaps, 
achieve.” 

6. Economic Problems :—The task of the econo- 
mist is much more responsible in India than in other 
countries. His conclusions will run counter to the ac- 
cepted policy of the State in certain respects and in others 
they will come in conflict with the pre-conceived notions 
of the people. Notonly has the Indian economist to 
disentangle complex facts and correctly to interpret 
them, pointing his finger to the right path of progress to 
the State and to the various classes of the community, but 


+ Prof. Pigow: Wealth and Welfere. 
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he has also to expose himself to the charge of being an 
impatient idealist, an arm-chair critic or an unpractical, 
inexperienced and irreverent, radical reformer. He will 
have to take into account Indian ideals and ways of 
thought and action and decide how far they may be 
beneficially retained or suitably modified. He will also 
have to say things which will prove unpalatable both to 
the Government and to the people as they refer to the 
policy and measures of the State and the beliefs and social 
customs of the different classes of the population. Neither 
this difficulty ncr the other of analysing complex prob- 
lems and suggesting their solutions, ought to deter the 
economic student from his important though perhaps a 
thankless task. 

Difficult problems confront the student at every turn. 
For instance :—Do the peculiar religious beliefs and social 
usages of India preclude the possibility of a speedy pro- 
gress in economic uplift of the people? Is it possible for 
Indig to stick to her own ideals and make other nations 
accept them? Should Indian industrial development 
run along Western lines ? Can India be a manufactur- 
ing country ? Is it practicable and desirable to continue 
the old indigenous industries, and can small industries 
compete with foreign manufactures’ working on a 
large scale? How do social institutions like caste, 
aifect the economic progress of the people? What 
change in the political and social institutions of the 
country is needed to promote rapid advancement ? Is the 
existing educational system of the country calculated to 
assist in the improvement ? Is the present land revenue 
system in need of reform? How can more taxes be raised 
from the people without prejudicially affecting their 
Standard of living and how may they be spent to their 
undoubted benefit ? What should be India’s fiscal policy and 
what should be her relations with the other parts of the 
British Empire and foreign nations ? What should be the 
currency system of India and how should banking be 
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developed in the country ? What is the condition of agri- 
cultural and factory labour and how may it be improved ? 
What should be the relations of national, provincial and 
local finance ? Should the State manage its own rail. 
ways ? 

%. The Role of Economics :—These and other 
questions ofthis character assail the Indian economist 
and demand a solution at his hands. And well may he be 
weighed down witha sense of responsibility that rests 
upon his shoulders. Economic inquiry ought not to be 
merely an intellectual pastime to him. The influence of 
economic investigation and of the conclusions to which it 
may point, must be brought to bear upon the life of the 
community and the actions of the State. In this lies the 
peculiar importance of the work of the economist. 

‘*The economic student, if he is worthy of his 
calling, will proceed without fear or favour; he will 
be tabooed as a socialist by some, as a minion of 
capital by others, as a dreamer by more. But if he 
preserves his clearness of vision, his openness of mind, 
his devotion to truth, his sanity of judgment, the 
deference paid to his views which is even now begin- 
ning to be apparent, will be more and more pronounced. 
The influence of economic conditions on economic 
theory has been, Jet us hope, abundantly demonstrated; 
but the reciprocal influence of economic thought on 
actual conditions is in danger of being over-looked... 
Economics is therefore both the creature and the 

foreair It is the creature of the past; it is the creator 
of the future. Correctly conceived, adequately out- 
lined, fearlessly developed, it is the prop of ethical 
upbuilding, it is the basis of social progress.”* 

It isin this spirit that Indian economics must be 
conceived and the Indian economist must work. And the 
value of economic studies in India cannot be too much 
emphasised under the conditians which exist at present 
in the country. 


eneerepnenenl ger eenenestnaptpreapereatmaentemenmemmamnetionrresamesatriae 
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8. Summary:—The so-called natural laws of the 
classical economists, to whom however belongs the honour 
of having laid the foundations of a new science, have now 
been discredited and their touching faith in the efficiency 
of freedom of competition and in the sufficiency of the 
spontaneous acts of individuals for the progressive im- 
provement of the human race, has proved to be an 
illusion. The experience of the world war is not likely 
to bring the millennium much nearer and there fis every 
probability of nations and groups of natiors pursuing a 
separatist policy and evolving their own economic deve- 
lopment irrespectively of, if not at the cost of, the progress 
of other peoples, This tendency which was steadily grow- 
ing before the outbreak of the war of Germany, has 
be:n strengthened by the struggle, though there are also 
forces working in the opposite direction which, it is 
hoped, will exercise a sutficiently strong counteracting 
influence. Writers used to refer to the economic com- 
petition of foreign nations as an “invasion” of markets 
and now there is ground to believe, the fixed determina- 
tion to conserve and to exploit natural resources in the 
interest of their own peoples, will animate the delibe- 
rate policy of Governments. 

The consciousness of a separate national existence and 
of separate national interests,is deep-rooted among peoples 
and there is more conflict than co-operation in the inter- 
national relations of the world.* It, therefore, sets limits 
to the operations of the laws of the orthodox economists 
and constitutes an important factor in the evolution of 
national economics. J. T. Peddie observes :— 

“The term political economy is an empty phrase ; 
it signifies nothing in modern practise, it has outlived 
its usefulness unless it be retained for the purpose of 
defining the science of Laissez faire, Laissez passer, a8 
enunciated by John Stuart Mill and the Cobdenite 
school, On the other hand, National Economics is a 

* See Sir Rabindranath Tagore’s “ Nationalism”. 
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science which constitutes the basis of nationality and 
is designed to control all the laws and regulations 
relating to education, chemistry, production, trans- 
portation, and banking out of which wealth is created; 
it seeks to make all dead values remunerative. ”’ 

Each nation is trying to take lessons of the war to 
heart. English statesmen and publicists did not wait for 
the termination of the war to ponder over the measures 
of reform ; and problems were discussed, plans laid out 
and operations commenced while the bitter struggle 
dragged its weary length. The need of pursuing the same 
policy is keenly felt in this country and much more 
keenly than elsewhere because the cry of Indian Econo- 
mics is an old one. A silent, social and economic evolution 
has steadily proceeded in India during the last one 
huncred years. The railways, the post, the telegraph 
and the steamer linked India to other countries, and our 
foreign trade, involving competition with western manu- 
factures, has shaken to its foundations theold fabric of our 
economic organization. The working of these and other in- 
fluences has necessitated a systematic study of Indian econo- 
mic conditions and the adoption of measuresto improve it. 

The poverty of the mass of the population and the evils 
which accompany it, constitute the most urgent problem 
that has gotto be faced, and the only way to do it success- 
fully is to make a comprehensive and sustained effort to 
diognose the disease and to apply suitable remedies. The 
goal to be reached is thus the attainment of material 
prosperity by the Indian nation, and the path to reach it 
is that of national economics indicated above. The 
existing methods of the production, circulation and dis- 
tribution of wealth must be adjusted to the changing 
conditions and requirements of the people and the State 
must play an active part in achieving progress. Thig 
requires intelligent and patient investigation and also 
willing and trained workers. 


* 4 National System of Economics. 
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9. Progress.—The principle of evolution has been 
applied to the study of phenomena of social change, and 
striking results have been obtained. It is now the practice 
with students to trace the stages through which religion, 
literature, political institutions, morals, social customs and 
industrial organization have passed betore reaching the 
particular forms we witness in different countries. This 
knowledge of the past and the present is a useful guide to 
the determination of the future, and the statesman and the 
social reformer may derive ample benefit from a study of 
social evolution. History records examples of peoples 
who stagnated and decayed, and we see before our eyes 
nations which are going forward with rapid strides. Pro- 
gress is a complex phenomenon. It is quite possible that 
in a community there may be visible a strong intellectual 
growth and yet physically, materially and morally it may 
_ be on a downward grade. Different social and political 
conditions act and react upon one another, and progress is 
the sum-total of development taking place in various 
directions. 
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The well-being of a people is not determined only by 
an increase in the material wealth it produces and has at 
its disposal. Nevertheless, it is a valuable criterion of its 
progress. Steady increase of population, improvement 
of its physique and health, an augmented production of 
wealth resulting from the application of science to in- 
dustries, a satisfactory distribution of the nation’s income 
among the various classes of which it is composed, a 
bettering of the material condition of the masses and the 
easier accessibility of intellectual and social comforts to 
continually growing numbers in the community—these are 
indications of progress, and every nation must strive to 
attain a higher and higher stage of development. 


10. Wealth and Welfare :—But material wealth is 
only one factor in the welfare of a community and by no 
means the most important factor. Man voes not live by 
bread alone. Materialism which subordina‘es the internal 
sources of ‘satisfaction to the external, has been condemned 
by most religions, and the pursuit of wealth by individuals 
and the peculiar social organization to which it gives rise, 
are often regarded as inconsistent with high moral and 
spiritual ideals. 


“The Christian view of wealth would seem to be that 
wealth is less important for welfare than the internal 
sources of satisfaction; an increase of wealth is not 
necessarily an increase of welfare and wealth should 
not be allowed to stand in the way of other kinds of 

- welfare; it is not possible for a rich man to enter the 
kingdom of Heaven, but his riches are as great an 
obstacle to entering the kingdom as a camel’s load is 
to passing through a postern gate.’* 


Those who take this view do not, of course, contend 
that an increase of material wealth brings no satisfaction 
or that it edds nothing to welfare. But they are of 
opinion that the pleasure contributed by the increase of 


oer 








* « Economics for the General Reader” by Henry Olay. 
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wealth is evanascent and uncertain and is therefore in- 
ferior to spiritual welfare. 


In all countries and at all times, individuals have 
preached and even practised the simple life in which wants 
are reduced to the smallest dimensions, and contentment 
has been sought which does not depend upon the possession 
of the goods of this world. Under modern economic orga- 
nization, and according to modern conceptions of welfare, 
emphasis is usually laid on external sources of satisfaction 
though material wealth is not unoften regarded as a potent 
means to attain a higher end. There is a marked tendency - 
to identify welfare with wealth and the -condition of a: 
nation, as of an individual, is guaged by the measure a | 
money income. It was this conception of wealth which 
brought upon the modern industrial regime and economic 
doctrines the pious wrath of thinkers like Ruskin and 
rendered economic science an object of contempt and 
condemnation because that science was based upon the 
principle of self-interest. 


Ii. Ethics and Economics.—This antagonism 
between Ethics and Economics is not real. It must be 
borne in mind that the desire to improve one’s 
material condition, the ambition to rise to a higher status 
in society and the struggle for the possession of 
worldly goods, are not the peculiar features only of modern 
times and of modern civilization. Recent progress of 
humanity has indeed chiefly lain in man’s increasing con- 
quest over the powers of nature and their utilization for 
the promotion of man’s comfort. As new utilities are being 
discovered, the range of objects calculated to satisfy 
human wants is extending. More than a hundred years 
ago, Malthus was at a loss to know how the growing 
population of the world would be fed, but his fears have 
been falsified by the continually increasing stock of the 
necessaries of life and even of superfluities, thanks to the 
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progress of physical science and improvement in man’s 
power of organization. 


Some people appear to think that the materialism 
of their generation, indicated by the increasing number 
of wants and the waxing struggle of man to satisfy 
them, betrays the degenerate character of the days on 
which. they have fallen, and they cast ‘a longing, 
lingering look behind’ on a golden age which they 

«locate somewhere in the past. But they fail to realise 
that if their line of reasoning were rigidly followed, the 
happiest times in the history of mankind would be those 

.when man had not yet emerged from the savage state. 
They will have to set up the primitive man as the happiest 
human heing whose lot they may envy, inasmuch as he 
had very few wants, and had not much trouble in satisfy- 
ing them. | 

It may, however, be contended that we are using the 
language of exaggeration in presenting the attitude of 
those who condemn materialism and advocate the reduc- 
tion of wants in number and intensity. What they perhaps 
-" is that material wants should be replaced by wants 
of anotler kind. Plain living and high thinking is a 
motto which we respect and thoroughly approve, and no 
better ideal can be put before an individual ora community. 
But it is erroneous to suppose that purely economic wants 

Vhave absolutely no moral value. : 


‘* Each new want is an additional bond between 
men, since we cannot, as a rule, satisfy it without the 
help of our fellows; in this way the feeling of soli- 
darity becomes stronger. The man who has no wants, 
the anchorite, is sufficient to himself; this is just what 
he should not be. As for the working classes, we should 
be glad, and not concerned, that new wants and de- 
sires torment them unceasingly; were it not for this, 
they would have remained in perpetual bondage.’* 








* Charles Gide : Political Econoniy. 
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In fact, no civilization would have been possible if 
our ancestors, whose attitude on life is sorely misunder- 
stood and misrepresented, had not striven to promote their 
material welfare and had remained content with things as 


they found them. 


12. A Missonception.—Communities have ad- 
vanced from one economic stage to another, and at each 
step they have had their own problems to face and battles 
to fight. Conditions in our times are quite different from 
what they were even in the near past. They have grown 
more complex and the difficulties involved in them are 
being overcome. Means of communication have become 
easier, and no people can now live in isolation and re- 
main unaffected by a contact with other communities and 
nations. New nations have risen and are expanding, and 
population is everywhere increasing. Peace and democra- 
tic government, the advance of the physical sciences, and 
the extention of international commerce, are forcing new 
problems to the front and every commuuity has to adjust 
itself to these changing conditions. Old institutions have 
grown out of date and are found unsuited and old solu- 
tions have lost their applicability. A community will, 
under these circumstances, stand still at its peril and the 
bogey of so-called materialism ought not to frighten us 
while we are engaged in the work of reconstruction and 
readjustment. 


‘In every age poets and social reformers have tried 
to stimulate the people of their own time to a nobler 
life by enchanting stories of the virtues of the heroes 
of old. But neither the records of history nor the 

. contemporary observation of backward races, when 
carefully studied, give any support to the doctrine 
' that man is, on the whole, harder and harsher than he 
was, or that he was ever more willing than he is now 
to sacrifice his own happiness for the benefit of others 
in cases where custom and law have left him free to 
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choose his own course. Among races whose intellec= 
tual capacity seems not to have developedin any other 
direction, and who have none of the originating power 
of modern business men, there will befound many who 
show an evil sagacity in driving a hard bargain in a 
market even with their neighbours. No traders are 
more unscrupulous in taking advantage of the neces- 
sities of the unfortunate than the corn-dealers and 
money-lenders of the East.”* 


13. No Conflict.—It is a misconception to suppose 
that man is, on the whole, more dishonest in the midst of 
modern surroundings than he was in the past and that the 
modern economic organization has led to demoralization. 
There is evidence, on the contrary, to believe that ethical 
conside. ations are having greater sway over the individual 
and the national mind and that the social and economic 
institutions of the present day are making man, on the 
whole, a better man.{ Had this not been so, our interna- 
tional commerce, finance, banking, and concerted action 
for material and moral improvement on the part of the 
nations of the world, would have been impossible. These 

. developments presuppose and foster greater mutual trust 
and sympathy, and the ethical sense of civilised com- 
munities is perceptibly growing stronger every day. 
There is really no antagonism, as we have stated above, 
between correct economic action and true economic 
theory. In this connection, Prof. Seligman observes :~— 

“ Sympathy or altruism pushed to an extreme in- 
volves the destruction of self and therefore the death 
of society; self-interest or egoism pushed to an extreme 
means the destruction of others and therefore likewise 
the death of society. Social life can endure only 
through a balancing of these two principles, each rein- 
forced by the other. Since economics, like ethics, is 
primarily a social science, the true economic action 





* Mar:hall— Economics of Industry.” 
t See Ely’s ‘f Evolution of Industiial Society.” 


No Conftict. $1 


must in the long run be an ethical ‘action. An in- 
dividual may pursue selfish economic ends, and may 
augment his own wealth at the cost of moral progress; 
but he is then subordinating public to private con- 
siderations. Broadly speaking, regarded from the point 
of view of society as a whole, what is economically 
advantageous must in the long run be right ; and what 
is correct in ethics must in the end also be profitable 
_to the business world. The modern economist, there- 
fore, has become just as mindful of the ethical aspects 
of every economic problem as the modern moralist has 
been forced to recognize the economic side of his 
ethical problem.’’* 

Our conclusion, therefore, is that though material 
wealth is not the only source of welfare, it is not to be 
despised, because it too assists largely in elevating man 
toa higher level. Production upon a more extensive 
scale is placing within the reach of the lower classes the 
means of intellectual happiness which are no longer the 
monopoly of the few favourites of fortune. Apart, again, 
from what the ideal human being should be, man as he 
has been and is to-day, wants material comforts and our 
economic organization must be:so designed as to provide 
these in sufficient quantity. 

“ Wealth gives liberty in this sense: it increases 
opportunity giving the possessor more choice in the 
use of his time and fuller means of self-determination 
or self-expression. The effect of an increase of wealth 

- upon welfare may be neutralized by misuse or waste: 
the increase must be balanced against any change for 
the worse in the conditions of production, and allow- 
ance made for the indirect effects which an increase 
in one person’s wealth may have upon other people's 
welfare. But the increase in opportunity remains; 
there is a potential increase in welfare.’’t 

14. India No Exception.—This discussion of the 
character and effects of wealth may appear superfluous or 
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irrelevant. But in a treatise on Indian Economics, a re- 
ference to this question is essential inasmuch as it has 
been discussed in this country from very remote times and 
two rival schools of thought have been fighting over it. 
There is also an amount of misconception prevalent about 
it in India and outside. Itis usual to contrastthe materi- 
alism of the west,* of ‘the land of the mighty dollar’, for 
instance, with the spiritualism of India, and this contrast 
is sometimes cherished by Indians as a compliment and 
not often made by outsiders through a feeling of con- 
tempt mingled with pity. This difference between the 
two attitudes on life strikes the superficial observer as 
fundamental, and Indian people are not unoften relegated 
to the category of inferior races. But the same judgment 
could have been passed upon the peoples of Europe in the 
Middle Ages and may be passed on some of them even at 
this date. 

In the words of the late Mr. Justice Ranade, India 
has been ruralized and at the present moment, stands 
upon the threshold of the capitalistic and factory regime. 
Because India is poor, the wants of her people are 
limited and agriculture is her main industry, it does 
not follow that she is more spiritual and dreamy than the 
West or that she is of a weaker mould. There is abundant 
evidence to prove that India was rich in the goods of this 
world as well as in spiritual and cultural wealth; that her 
people desired and enjoyed material pleasures; and that 
arts were cultivated and the physical sciences were deve= 
loped in India. The poverty and backwardness of India 
are due to other causes—she has not been able to march 
with the times and her progress was arrested. And this 
does not prove that Indian people are wanting in the 
sense of enjoyment orthat they are so much taken up 
with the thoughts of the other world that they have no 
appreciation for mere material pleasures. 











* Swami Vivekenanda’s Speeches und Writings. 
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15. Evidence of History.—The history of India, 
even of the remote past, is full of evidence which proves 
that the judgment contested above is the result of igno- 
rance, and is based upon a superficial observation of the 
existing state of things. The splendid empires of Chundra- 
gupta and Ashoka, of Samudragupta and Harsha, of the 
Moguls and of the Marathas, would have been impossible, if 
the people of {ndia had scorned the Joys of this world and 
had been incapable of material progress. The extensive 
commerce this country carried on with the outside world, 
even in the times of the ancient Greeks and the Romans, 
bespeaks the enterprise and industrial activities of the 
Indian people. The cloth, timber, precious stones and 
spices of India were carried to Persia, Egypt and to the 
countries situated on the Mediterranean coast.* The 
large and beautiful buildings, the canals and public roads 
of the times of Mahomedan rule, the arts and industries 
which distinguished India and attracted to her coasts the 
adventurous merchants of the West, do not certainly sup- 
port the idea that the Indian spiritual ideal is such as to 
militate against the prospect of her attaining material 
prosperity.t 

Far from this idea being accepted as a sort of compli- 
ment, certain Indian scholars have strongly resented the 
stigma cast upon Indian civilization and Indian character, 
and they have demonstrated from facts recorded in docu- 
ments that for several centuries India was in the vanguard 
of material as well as of spiritual development. 


* See “ Fou. Papers on Commerce and Statistics” by Mr. D. E. Wacha. 


¢ Ruskin's exhortation to his countryman to returnto the gorgeous East 
their borrowed ideas about possessive weulth, is an interesting commentary on 
the opposite view. He says :;--‘Nay, in some far aw.y and yet undreamt-of- 
hour, I can even imagine that England may cast all thoughts of possessive 
wealth back to the barbaric nations among whom they first arose, and that while 
the sands of the Indus and adamant of Golconda may yet stiffen the housings 
of the charger, and flash from the turban of the slave, she as a Christian mother, 
may at last attain tothe virtues of a Heathen one, and be able to lead forth 
her sons saying—'These are My Jewels.’--Unto This Last. 
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‘““Much of the prevalent notions regarding the 
alleged inferiority of the Hindu genius in grappling 
with the problems of this mundane sphere and the ex- 
traproneness of the Indian mind to metaphysical and 
impractical speculations, can vanish and be proved to 
be the results of mal-observation and non-observation 
leading to ‘ half truths which are really whole errors’ 
—only if we apply the historic—comparative method 
in studying Indian facts and phenomena. For all in- 
dologists should remember that the wonderful 
achievements of the western nations are strictly 
speaking only a century old. So that if, while insti- 
tuting a comparison between Hindu and Occidental 
cultures on the score of physical ‘sciences’ properly so 
called, applied arts and industries, care were taken to 
eliminate from one’s consideration the triumphs and 
discoveries of the last few generations, the Hindu 
scientific intellect would be found to have been in no 
way lagging behind”.* 

16. Civilization in India.—The Economic condi- 
tion of England and the organization of British industries 
were revolutionised in the beginning of the nineteenth 
century by the use of steam power and the installation of 
machinery, and Great Britain entered upon a career of 
industrial prosperity, which made it pre-eminent among 
the nations of the world. But before the mechanical in- 
ventions of the close of the eighteenth century and the in- 

|auguration of the factory system in England, the material 
| condition of that country and its civilization were by no 
i means superior to those of India. For a long time the 
arts and crafts of this country held their own against 
British manufactures though the latter were supported by 
machinery, steam power and a national policy of protec- 
tion. Observers in the eighteenth and the early part of 
the ninetcenth century, were impressed as much with the 
manufacturing skill and productive capacity as with the 
mild disposition, simple habits, polished manners and the 


* Sacred Books of the Hindus: Vol. XVI. 
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religiousness of the Indian masses and Sir Thomas Munro 
delivered himself with regard to Hindu civilization as 
follows:— 


“T do not understand what is meant by the civili- 
zation of the Hindus; in the higher branches ofscience, 
in the knowledge of the theory and practice of good 
Government, and in education which, by banishing 
prejudice and superstition, opens the minds to receive 
instruction of every kind from every quarter, they are 
much inferior to Europeans. But if a good system of 
agriculture, unrivalled manufacturing skill, a capacity 
to produce whatever can contribute to convenience or 
luxury; schools established in every village for teach- 
ing reading, writing and arithmetic; the general prac- 
tice of hospitality and charity amongst each other; 
and above all, a treatment of the female sex full of 
confidence, respect and delicacy, are among the signs 
which denote a civilized people, then the Hindus are 

ot inferior to the nations of Europe ; and if civiliza- 
tion is to become an article of trade between the two 
countries, I am convinced that this country (England) 
will gain by the import cargo.’’ * 

1%. Religion and Material Progress.—lIt is true 
that Indian philosophy and Indian religions have taught 
that this world is an illusion and that the goal of man 
should. be total emancipation from the thraldom of egoism, 
The teaching of Christianity too may, however, be shown 
to be essentially of the same kind} and it has not stood in 
the way of the endeavours of Christian nations to attain 


material prosperity. Several precepts of Christianity and 


* Quoted by R. C. Dutt in his ‘Economic History of British India.’ 

t''Christianity as a religion is entirely spiritual, occupied solely with heavene 
ly things ; the country of the Christian, is not of this world. He does his duty 
indeed, but does it with profound indifference to the good or ill success of his 
cares. Provided he has nothing to seproach himself with, it matters little to him 
whether things go well or ill here on earth. If the State is prosperous, he hardly 
dares share in the public happiness, for fear he may grow proud of his country’s 
. glory; if the State is languishing, he blesses the hand of God that is hard upon 
His people ’-—Rouseau’s 74¢ Social Contract. 


4 
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the conduct of devout Christians before the epoch of the 
Renaissance and even in later times, bear a striking re- 
semblance to the doctrines of Hinduism and the ascetic 
tendencies of its followers of which so much is made. 
The Nirvana of Buddhism may be regarded even more 
depressing and antagonistic to material pleasures, but it 
did not prevent Buddhistic emperors and their subjects 
from making remarkable progress in politics, arts, architec- 
ture and industries. The fact is that, though asceticism 
and a subordination of the body to the spirit, have been 
universally held as high ideals, they have rarely influenced 
in that direction the life of the mass of people in any 
country and at any time. The spiritual ideal is highly 
cherished but is seldom translated into action on any large 
scale though it exercises no small influence upon in- 
dividual life and social customs. If individuals and nations 
had been dominated by philosophic speculations and noble 
religious ideals, there would have been no wars in Europe. 
This is a statement of facts and not a justification of 
tendencies, 


We are told that the glaring divergence between the 
precepts of religion and the conduct of its followers does 
not prove the futility of the former, but a failure of the 
latter to understand it and act up to it. Religion has to 
be properly interpreted and adjusted to the position and 
requirements of the people. 


“‘ As a matter of fact, it is not only the question of 
war that raises a difficulty between the ideals of Jesus 
and the traditional practice of the churches; the pros 
blems of justice and law, of crime and coercion, of 
marriage and divorce, of industry and thrift, of wealth 
and commerce in all their forms, are raised in the most 
uncompromising way by the Sermon on the Mount, 
which challenges the whole structure and practice of 
civilized society.......... ..1f by “ Christian,” we are to 
understand a literal interpretation and carrying out of 
all the precepts attributed to Jesus, there never has 
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been and there is not at present, any Christian Church 
existing on a large scale or influencing national affairs; 
still less has there ever been, or is there now, a Chris- 
tian state.’’* 


It is, therefore, misleading to represent the Indian 
people as formed of a stuff andcast in a mould different 
from those of other races and communities, and the con- 
trast, based upon the divergence between the existing 
conditions in India and those which prevail elsewhere, 
reflects characteristics which are not fundamental and 
permanent but accidental and evanascent. 


18. Spiritual and Material.—In India itself, the 
scope and the character of the spiritual and the material 
have always been correctly understood and the apparent 
conflict between the two has been satisfactorily disposed 
of. The controversies over the teachings of the Bhag- 
vadgita which have recently assumed an acute form in 
Maharashtra, are significant in this connection and prove 
that the gulf between the ideals of renunciation and 
action, has been bridged. The Hindu Shastras have 
enjoined upon the house-holder the performance of his 
proper dutics which it would be a sin on his part to neg- 
lect, and the home and family life are invested with a 
peculiar sanctity. Explaining the character of wealth, 
Mr. W. H. Moreland says :— 


“It is true that in most countries persons will be 
found who do not wish to have such possessions of 
their own, and the number of such persons is probably 
larger in India than in Murope,-because of the tendency 
to adopt an ascetic way of life; the sincere Svnyasi or 
Fakir is distinguished from the rest of us mainly by 
the fact that he does not want to possess things of the 
kind which we have named. But even in India sincere 
ascetics form only a very small proportion of the 
population, and leaving them out of account it is 


Cae EATER OT ET 


*‘ The War and Religion ’~-Alfred Loisy. 
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correct to say that ordinary people want to possess the 
same kinds of things, and among the things they want 
are those which we are considering.”’* 


The Indian people are, therefore, neither better nor 
worse than oiher nations and communities, and their 
peculiar spiritual and metaphysical characteristics are 
such as are found among other people similarly circume 
stanced. 


“The Hindu has no doubt always placed the tran- 
scendental in the foreground of his life’s scheme but 
the Positive Background he has never forgotten or 
ignored. Rather it is in and through the positive, the 
secular, and the material that the transcendental, the 
spiritual, the metaphysical have been allowed to dis- 
play -hemselves in Indian culture history. The Upani- 
shads, the Vedanta and the Gita were not the work of 
imbeciles and weaklings brought up in an asylum of 
incapables and a hospital of incurables.” + 

19. East and West.—lIt is said that the complete 
absorption of the individual in the universal soul and 
man’s emancipation from the fetters of the material world, 
is the ideal of the Hindu religion. But it is in reality 
the unique merit of the Bhagvad-gita, the Gospel of 
the Hindus, that it has reconciled the material to the 
spiritual and has spiritualised the material This fact 
is not generally properly understood, and hence the pre. 
valent misconceptions and exaggerations. A more ardent 
and faithful exponent of Indian ideals and Indian 
culture than Sir Rabindranath Tagore, it will be difficult 
to find, and while in Japan recently, he observed to an 
American interviewer thus:— 


“You ask me to characterise the difference beween 
the Eastern and the Western outlook. That is very 
difficult although the difference is very real. In the 
East we are conscious through all individual things of 


*« An Introduction to Economics.” 
+The sacred Books of the Hindus: Vol. XVI 
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the infinity which embraces them. When I was in Eng- 
land I felt there was an incessant rush of just individual 
things upon me; it was not a question of noise and 
bustle and haste only, but the whole atmosphere lacked 
the sense of infinity. Upon me it had the effect of 
hampering reflection and meditation. No, I should not 
describe the difference as one between spirituality and 
materialism, though that is the way it is often put. 
T have known too many noble and devoted men in 
England who practise renunciation and self-sacrifice 
and strive for humanity to deny your Western civili- 

ation spirituality. No country could stand the shock 
(os this war if it lacked spirituality. But it is a 
different kind from ours. It is not penetrated as is 
ours, with the abiding sense of the infinite. 


“Do I think that Eastern thought, the Eastern 
outlook can be reconciled with the mechanism of 
Western civilisation? Ithink it can and must be. 
In the East we have striven to disregard matter, to 
ignore hunger and thirst, and so escape from their 
tyranny and emancipate ourselves. But that is no 
longer possible, at least for the whole nation. You in 
the West have chosen to conquer matter, and the task 
of science is to enable all men to have enough to 
satisfy their material wants, and by subduing matter 
to achieve freedom for the soul. The East will have 
to follow the same road, and call in science to its aid.” 

29. Indian Ideats.—The physical features of the 
country which a community occupies, exercise a con- 
siderable influence on the character which the people 
develop and the civilization which they create. 


‘“Man’s character has been moulded by his every 
day work, and by the material resources which he 
thereby procures mcre than by any other influence, 
unless it be that of his religious ideals; forming 
agencies of the world’s history have been the religious 
and the economic.’* 





* Marshal: Economics of Industry. 
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And whatever depressing effect climatic conditions 
and the lavish bounties of nature may appear to have pro- 
duced upon the Indian races when they are compared 
with people occupying colder regions, the former do not 
essentially differ from other communities so as to con- 
stitute a type. Indian religions and philosophies are held 
responsible for the unprogressive character of the people 
of this country who are supposed to be under the influence 
of an ideal of pessimism and renunciation. This opinion 
is largely held by Indians as well as non-Indians and the 
following typical extracts will illustrate the point we are 
dealing with :— 


“The asectic ideal, which holds in contempt this 
worl:' and its interests has exercised for centuries past 
a dominating influence on the Indian mind. It has 
not, it is true, sufficient reality and strength in it to 
permanently wean men away from the world, and it 
proved of little efficacy in diminishing selfishness and 
pettiness. But it nevertheless produced a baneful 
result. It took zest out of life. The fashion which it 
created of talking disparagingly of mundane affairs, 
operated in no small degree in bringing about our 
political degeneration and industrial decay. Money 
and wealth being objects of incessant attack and ridi- 
cule, few high-souled persons or men of genius cared to 
devote their thought or energy to the consideration of 
the material interest of the country and the utilization 
and improvement of its resources. The downfall of 
our industries, arts and trade, is as much due to this 
cause as to the heavy disabilities and restrictions 
imposed upon them by the economic and fiscal policy 
of England and other countries.” * ; 


“The ethical ideals of the Indians are adverse to 
industrial development on a large scale in as much as 
they discourage and dissociate industry (except agri- 








OY See een ee ak OR ae 
*The Hon’ble Mr. Mudholkar®s presidential address: Report of the 
Tom trial Conference, 1908. 
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culture ) from culture. It is true that these ideals are 
being-superceded by western ideals of material develop- 
ment in India but they still influence large sections of 
our community to a great extent and thus the chief 
motive impulse which impels people to acquire wealth 
has much less force in India than in the West.’* 

His ( the Hindu ) virtues as well as his vices are 
characterised by passivity. He is a model of patience 
and peacefulness...... He has far more of the gentler 
qualities developed by a spiritual and quietical dis- 
position but far less of the industrial and militant 
qualities of the European.’* 

“A keen consciousness of the myriads of years 
with countless changes, has been impressed upon & 
great bulk of Hindu population to an extent of which 
Western people cannot have the least idea. How these 
ideas govern the life of the Indian middle class, is 
something which cannot possibly be conceived by 
other races. Under this psychic condition a man may 
ask as to what his duty is. And he will answer to 
himself that his duty is nothing. Whatever may 
happen, the ultimate end of all existing objects, whether 
living or lifeless, is to be reabsorbed in the absolute.” + 

With regard to this view of the ideals of passivity, 
pessimism and renunciation of the Hindus and their ine 
fluence on the Indian character, we may repeat that the 
evidence of past history and present experience is entirely 
against it. As we have observed already, there is abundant 
evidence to prove that till the use of steam power and 
machinery revolutionised the processes of industry in 
England, India could more than hold her own against 
western nations in the matter of all the means of material 
prosperity, and Burke described the people of this country 
towards the close of the 18th century in the following 
words :— 

- * Pramatha Nath Bose: “A Htstory of Hindu Civilization under British 
ule,” 
+ S. V. Ketkar; ‘Indian Economics. ” 
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“This multitude of men does not consist of an 
abject and barbarous populace, much less of gangs of 


savages like the guaranies and chiquitoes who wander 
on the waste borders of the river of Amazon or the 


Vv Plate; but a people for ages civilized and cultivated by 
all the arts of polished life while we were yet in the 
_woods. There have been (and still the skeleton re- 
mains) princes once of great dignity, authority and 
opulence. There are to be found the chiefs of tribes 
and nations. There is to be found an ancient, vener- 
able priesthood, the depository of their laws, learning 
and history, the guides of the people while living and 
V their consolation in death; a nobility of great antiquity 
and renown, a multitude of cities, not exceeded in 
population and trade by those of the first class in 
Eurcse; merchants and bankers who have once vied 
in capital with the Bank of England, whose credit has 
often supported a tottering state and preserved their 
governments in the midst of war and desolation; 
millions of indigenous manufacturers and mechanics, 
millions of the most industrious and not of the least 
~ intelligent tillers of the earth.’* 
21. Reconciliation.—The so-called ascetic ideal 
did not stand in the way of the political, industrial and 
commercial development which went on for centuries 
under Hindu and Mahomedan emperors and kings. Shivaji, 
a devout Hindu, a disciple of Saint Ramadas and an 
admirer of Saint Tukaram, laid the foundations of the 
Maratha kingdom with the assistance of leading men of 
different castes who were all under the spiritual influence 
of the saints and prophets of Maharastra, and Brahmin 
warriors like the first Bajirao under similar influences, 
built up the Maratha empire. The Hindus had their civil 
and military administration, their wars and treaties, their 
palaces and pleasure gardens, their luxuries and supers 
fluities. Pursuit of wealth and glory took the Hindus 
thousands of miles away in the north and the south, and 


*Speesh made in introducing the East India Bill. 
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this does not look like an indication of the influence of 
the ideal of renunciation. If they did not start large fac- 
tories and banks and did not carry on industries on a large 
scale, none of the western nations also did it till the close 
of the eighteenth century. What is said of Hindu ideals 
to-day can be said of the ideals of ‘western races 
during the middle ages and three centuries succeeding 
them,* and of some European people even to-day. 


In attributing the present economic condition of the 
country to depressing Hindu ideals, it must not be forgotten 
that a large portion of the Indian population is non-Hindu 
and is not hampered by those ideals; but the latter has not 
shown greater economic activity. The statement of the 
view we have been discussing, is, therefore, a sweeping 
generalization and is not warranted by the facts of history 
and the tendencies of the present day. The economic 
condition of to-day and the popular attitude on life in 
India are only a passing phase, a stage of arrested de- 
velopment and of transition from one social economy’ to 
another. The fact is that no religion can be more tole- 
rant, elastic and adaptable than the Hindu religion, and it 
does not and will not place obstacles in the path of 
material development. Social institutions like those of 
caste may impede progress for a time but they can be and 
have been moulded to suit changing conditions. 


The acquisitiveness, the impulse which propels indivi- 
duals to acquire and accumulate wealth, competition, rest- 
lessness, ambition, and other industrial and militant quali- 
ties of the people of Europe and America, are a growth of 
the last two centuries. Western nations had to go through 
different stages of economic growth before they attained 
the present phase of their evolution. India may have to 
tread the same path to come in a line with other nations, 
and it is wrong to throw the blame of her degeneration 


*H. O, Meredith : Economic History of England, pages 28-29. 
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upon her religion and her culture. It is interesting to 
notice that India’s decay is attributed by the champions of 
orthodoxy to the adoption by people of modern ideas and 
of western modes of thought and of conduct! And a 
revival of the past is preached as a remedy for the present 
national ills. The true reformer, however, wants a revival 
of the ancient spirit of sacrifice and duty and not of old 
usages and institutions. 


Some of the wealthiest and most enterprising Indian 
manufacturers and merchants are people who are little 
tinctured with western civilization. Several of the 
Indian capitalists, mill-owners and traders who have 
adopted western methods of making money, are even 
renowned for their staunch orthodoxy in religious and 
social matters. The Marwaris, the Jains, the Bhatias, the 
Khojas and the Memans who are so remarkable for their 
enterprise and acquisitiveness have had little benefit of 
English education, and in fact, it is notorious that the 
small section of the population who have imbibed western 
culture and are trying to assimilate it, have, withthe excep- 
tion of the Parsees, practically noshare in modern wealth- 
production. It is thus the unwesternised, unenlightened 
and uncultured classes, fully under the influence of old 
religious ideas, social customs and prejudices that are in 
the front rank of commerce, banking and manufactures 
carried on on western lines, quite out of harmony with 
supposed Hindu or Muslim ideals. It is the modern 
methods of the production, exchange and distribution 
of wealth that have imposed on the west a peculiar stamp 
of modern civilization, and the rise of large industries and 
the growth of crowded cities in our midst, proves that 
Indians can adopt those methods without doing injury to 
old Hindu ideals. 

This point is clearly brought out by the impression 
the present day Indian carrying on petty trade or industry 
in the African and other colonies, produces on the 
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European mind accustomed exclusively to Western ideas 
and habits. Mr. W. H. Hooker thus writes of him :—~ 


“The Indian is a gentleman whom, for many 
reasons, I hold in high esteem, generally speak- 
ing. He is not ashamed of his religion nor of his 
business or trade, and I believe the honest Indian has 
an equal respect for the honest Englishman......... As 
far as we, Englishmen, can see, he is British to the 
backbone, quiet, unassuming in his general bearing, a 
hard nut to drive a bargain with, as economical as the 
proverbial scotchman in business; but outside that, 
liberal to a degree in his presents to those with whom 
he has done business......The Indian was a trader, 
and anable one, when we English were dressed in 
woad and wore stone hatchets, and the “hundi”’ system 
was established long, long before a bill of exchange 
was ever written. It is said that an Indian was the: 
first to discover the Victoria Nyanza.”* 


22. Spiritualism.—Is Indian spiritualism then a 
myth ? Are the noble Indian ideals of life, so often 


extolled, oaly imaginary ? No! Hindu philosophy does 
teach the subordination of the flesh and the subjugation 


of the passions. Wealth and all other affairs pertaining 
to this world are spoken of in terms of depreciation as a 
delusion and a snare, and people are exhorted to emanci- 
pate themselves from the thraldom of the tyrant of 
desire. Absorption into the infinite is the goal of human 
existence and it is to be attained by renunciation. This 
teaching of philosophy has not, however, made the Hindus 
monks and anchorites because their practical religion, at 
the same time, enjoins on them certain duties in this 
world peculiar to their station in life and their age. 


The Vedas bespeak a vigorous race of Aryans 
occupying the northern parts of the land, and evincing 
alively desire to possess the goods of this earth and 
a keen enjoyment of worldly pleasures. There was a 


*«< The Handicap of British Trade” with special regard to East Africa, 
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reaction at a later stage of development among them, 
and ‘the strong love of the active virtues of fighting 
and hunting, chivalrous regard for women and the 
enjoyment of the pleasures of life generally, gave way 
to a philosophy which regarded life and being itself 
as a pain and calamity, the bustle of the arts of peace and 
war as unrelieved weeping and lamentation.’{ But the 
new ideals never fastened themselves on the mass of 
people and remained as ideals for the few, only to be 
admired by the many. ‘ Business is business,’ is a motto 
as much with the Indian trader as with his western 
brother. It does not mean dishonesty, but it does not 
mean renunciation either, And Hindu law-givers, teachers 
and philosophers, far from turning their backs upon this 
world, re sard perpetuation of the race, maintenance of 
the family, and the creation and enjoyment of wealth as 
essential functions which human beings must perform. 
Thus 
‘We find that Manu has preference for San- 
yasa, but he reconciles it with the claims of life, its 
duties and responsibilities, by assigning different 
periods of life for the fulfilment of those claims. His 
Ashrama-Vyavastha or the systematic regulation of 
duties during different periods of life, makes room for 
the life of a zealous, loving, enjoying, struggling, help- 
ing, aspiring house-holder when the senses are keen 
and limbs vigorous and for a life of a retired, calm, 
balanced, contemplative Sanyasi, when senses are 
benumbed and life shorn of much of its novelty and 


charm.’* 
The Dharma Sutras assign even a higher place to 


the life of a house-holder. The Bhagvadgita distinctly 
prefers a life of work and disinterested service to that of 
renunciation. The Divine Song 
“Is meant to lift the aspirant from the lower levels 
of renunciation, where objects are renounced, to the 


) t Miscellaneous Writings of Mr. Ranade, 
* A Gist of the Gita Rahasya by Mr. V. M. Joshi. 


SPIRITUALISM. 37 


loftier heights where desires are dead, and where the 
Yogi dwells in calm and ceaseless contemplation while 
his body and mindare actively employed in discharging 
the duties that fall to his lot in life. That thespiritual 
man need not to be a recluse, that union with the divine 
life may be achieved and maintained in the midst of 
worldly affairs, that the obstacles to that union be not 
outside us but within us—such is the central lesson of 
the Bhavad-Giga.’t 
Living in the all-pervading presence of the infinite, 
man has to do the duty that coms to his hands, dedicating 
to God every thing he does. 


It will thus be clear why the Hindu ideal of re- 
nunciation has not turned the Indian people into recluses 
and how it has only placed the obligation of duty in this 
life on a higher plane. Hindu philosophy has ‘idealized 
life and the ideal has exercised a regulating, restraining 
and guiding influence upon the people. This is the Indian 
spiritualism which has baffled § western observers and 
thinkers and misled them. In the works of poets like 
Kalidasa* we see the effect of this gospel of disinterested 
duty on the every-day life of the people, and that in- 
fluence has been at work throughout the whole history of 
India. The problem before India now is how to adapt 
herself to changing conditions without falling into the 
errors into which the west has undoubtedly fallen. 
While the West hasrushed headlong into modern commer- 
cialism assisted by the triumphs of physical science, India 


+ Preface to Mrs. Annie Besant’s Translation of the Bhagvad Gita. 


§ When western students first applied themselves to the study of Indian 
philosophy and religions, they were struck by the strange theories and practises 
of the country. Some were perplexed by them, cthers condemned them as low 
superstitions and a few were lost in admiration of Indian spirituality ard culture. 
Mrs. Besant said in 1893 :—'' For India’s future lies not in political ambition ; 
india’s future lies not in political greatness ; India’s progress is as a spiritual 
nation, as the teacher of the world in spirirual truth. Even to-day she stands 
as a witness against materialism......... °—The Birth of New India, page 29. 
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has stagnated and is suffering from the evils attendant on 
arrested growth. It is indeed desirable that she should 
assert her old ideal and resume her career of development. 

vBut there is danger of apathy, born of stagnation, being 
mistaken for spiritual calm and of menial depression, 
resulting from national decay, being misunderstood as 
philosophic resignation. 


Can India assimilate whatever is good in western 
civilization, “ its high individual development, its energetic 
activity, its clean and successful methods and its complete 
system of machinery” without sacrificing the essence of 
her own culture? To many thinkers{ this is India’s 
mission ; 

“I+ may be the mission of India, clinging fast to 
the philosophic simplicity of her ethical code, to solve 
the problems which have baffled the best minds of the 
west, to build up a sound economic policy along 
modern scientific lines, and at the same time preserve 
the simplicity, the dignity, the ethical and spiritual 
fervour of her people. I can conceive of no loftier ~ 
mission for India than this; impart purity of life to 
Europe and attain to her loftier political ideal; in- 
culcate spirituality to the American mind and imbibe 
the business ways of its merchants.’’* 

It is believed and stated that India was great when 
she was spiritually strong. May it not be said that India 
was spiritually strong when she was great? And may we 
not hope that India will maintain her spirituality while 
she will grow in material prosperity ? 


23. Test of Religion.—Ideas about the purpose 
and function of religion have latterly been undergoing a 
marked change, and it is being insisted that both morality 
and religion must stand the test implied in the question, 





+ See Sir Rabindranath Tagore’s ‘ Nationalism ’. 


* His Highness the Gaikwar’s Presidential Address, Industrial Conference , 
1906. 
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tédo they tend to promote the well-being, the good of 
mankind ?” And they will be subjected to this test more 
and more in the days to come. This ‘good of mankind 
connotes 


‘Affection, love, family life, motherhood,fatherhood, 
the happiness of children; rest after fatigue ; achieve- 
ment after effort; these things being bound up with and 
depending upon mere material things—health which 
means food and clothing and cleanliness; leisure and 
serenity which mean an ordered life, efficiency, the 
capacity to live in society and to do one’s work in the 
world—and you come back to economics, to sociology, 
to the science of human society. The material thing is 
but the expression of still profounder realities which 
cannot be separated therefrom, because with leisure and 
a wider outlook come, finer affection—the laughter of 
children, the grace of women, some assurance that 
maternity shall be a joy instead of a burden—the keener 

vfeeling for life. Bread is not merely the pulverized seed 
of a plant, it is the bloom on a child’s cheek, it is life ; 
for it is human food—that is to say, a part of what 
human life represents.’* 


Social service, social reform and social legislation 
which are assuming greater importance every day, are 
, only a vivid expression of the ideas we have emphasised 
above and it is impossible to overemphasise the value of 
such a movement in a country like India. And there is 
no reason to suppose that Indian religions will fail to 
respond to the demands that will be made upon them or 
that Indian ideas of spiritualism will hamper the material 
development of the country. 


24. Summary.—lIt is generally believed that India 
is the home of spiritualism which dominates the popular 
outlook on this mundane existence and which is con- 
trasted with the materialism of western nations. The 
simple life of the masses, their contentment and even 
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their fatalism are counted as the products of the teachings 
of Indian philosophy and religions. Visitors from the 
West go to India as they would go toan exhibition of rare 
and antiquated objects—curious to see strange ideals of 
renunciation and pessimism practised by large numbers 
of people. India is thus held up to admiration, and her 
ideals are preached to the materialistic west. 


The self-same ideals of spiritualism and renunciation 
are regarded by others as primary causes of India’s decay 
and poverty. If people are taught to restrain their 
material wants and to hate wordly pleasures, it is asked, 
how is it possible that the country should make any pro- 
gress ? No nation can rise in material prosperity and 
political status if its aspirations are chilled by a depress- 
ing pailosophy and its wants are reduced by a rigorous 
religion. The Indian attitude on life is thus an object 
both of commendation and condemnation, and these con- 
flicting judgments, passed by Indians themselves as much 
as by non-Indians, are the result of a misconception of 
the whole subject. 

“ Indian religions are not peculiar in their teachings 
with regard to material wealth. Christianity preaches 
the same ideals. India comes in for praise or blame 
because western nations have developed along certain 
lines of economic and political development, and India 
still continues to move in the old grooves. The facts 
that India had her arts, crafts and industries in a pros- 
perous condition centuries ago, that mighty empires 
rose and fell in the country, that her thriving commerce 
reached the most distant parts of the world, that her 
wealth attracted traders and conquerors from afar and 
that her kings, princes and nobles liberally patronised 
arts and crafts, are eloquent of the material condition of 
her people and their ideals. 


The development of India was, however, arrested in 
its course and she stagnated while other nations advanced 
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ahead of her. The peculiarity of India is that the spiri- 
tualism of her people has been reconciled to material 
advancement. The common man isexpected to perform 
certain duties to himself and to society, and these are en- 
joined by religion. The very renunciation of Indian 
philosophy is not incompatible with material progress in 
as much as men are asked to live in this world and enjoy 
its pleasures—only bearing in mind that the enjoyment 
should not degenerate into selfishness, greed and vice. 
India is in a transitional stage and has to adapt herself to 
the changed conditions. She must indeed try to avoid the 
mistakes of the West and to escape the evils which follow 
in the train of western industrialism. It is, however, a 
mistake to suppose that the Indian ideal of renunciation 
has in the past stood in the way of the material progress 
of the people or is likely to be a bar to economic advance- 
ment in the future. 


Chapter III. 
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2%. Importance of Production.—It being 
admitted that the promotion of the welfare of the people 
in India, as in other countries, depends upon the wealth 
that is available to®them, the main problem which demands 
consideration is, how may the supply of necessaries and 
comforts be increased and how may the general standard 
of living be raised. Whether :the income per head of the 
population in India be Ks. 30 or a little more, the poverty 
of the country is an undisputed fact. We no doubt hear 
of poverty and distress in all western countries and of the 
endeavours which are being made there to cope with the 
evil. But the economic problem in India in this respect is 
quite different from the one that confronts other nations.* 


“Poverty in England, or America or Germany isa 
question of the distribution of wealth. In India itis a 
question of its production...... Suffice it to say that if it 
(the income) has mounted to any considerable degree 
since the Commissioners in 1880 estimated it at £ 2 
per caput, itis still infinitely below that of any of the 
leading nations in _Europe, if not actually the 

* It cantiot be said of India as it has been said of England d(H. E R. 2. Hodges: 
Economic Conditions: 1815-1914.) that ‘the past has been devoted to the accu- 
mulation of wealth, the future is to its more equal distribution.’ 
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lowest in the world. An inquiry into the causes of 
this poverty inevitably involves a dicussion concern- 
ing the whole economic problem in India for which 
this is not the place.’’* 

Distribution of wealthin India is not, of course, ideal, 
and there may be room for improvement in it. Wages of 
labour must certainly be raised and the working classes in 
India are, in fact, becoming conscious of what is due to 
them and of what they are defrauded by their adherence 
to custom. ,But in order that the share of the workers of 
different grades and kinds may be increased, the total 
national income must, in the first place, be considerably 
augmented, and it must keep pace with the steady growth 
of population and the requirements of a higher standard 
of living. By what means this end shall be attained is, 
therefore, the important problem which demands solution, 


“The first consideration is that India is a very 
poor country. The people as a whole want a large 
increase in wealth to satisfy their most urgent wants: 
many of them want more nourishing food, better 
clothes, better houses, better health, better education, 
to name only a few of these wants: and any system of 
production that will give a large increase of wealth 
is desirable because it will give a chance of satisfying 

- some of these most urgent wants.” 

26. Natural Conditions.—Land, labour and capi- 
tal are the three essentials of production, and to make 
them more efficient, is to provide for a larger production 
of wealth. India is a vast country and the geographical, 
geological and climatic conditions vary largely from 
province to province and from district to district. There 
are big rive rivers in northern and southern India whose waters 


irrigate é€ and fertilise extensive plains and some of them 

are even navigable. The Indus, the Brahmaputra and the 

Ganges and its tributaries are fed by the melting snow of 
{ W. H. Moreland ; An Introduction to Economi¢s, 
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the Himalaya and the enormous rainfall peculiarte it; and 
the plain of Hindustan has been filled with fertile alluvial, 
soil washed down by the great rivers. The plains of 
Hindustan and southern India have the advantage ofa 
copious supply of water provided by their large rivers and 
of the underground supplies tapped by means of wells; 
and they contain very dense populations compared with 
other parts of thecountry. ‘The Deccan rivers, like most 
rivers in plateau regions, flow indeep gorges and are 
therefore of little value for either irrigation or communi- 
cation and it will be seen that there is no town of any 
size or importance on any of the Deccan rivers.’* 


The soil in certain portions of the country is extre- 
mely fertile while in others it is very poore Many big 
tracts are «:ntirely subject to the vagaries of the rains, the 
character of the monsoon meaning to them either plenty 
or famine.* All degrees of heat and cold are found in 
the country and the soil therefore :produces a variety of 
crops. Gold, coal, petroleum, manganese and iron are 
found in considerable quantities in some provinces and the 
mineral production of the country has been steadily on 
the increase. Nature is thus bountiful in India, and the 
raw materials and food grains the soil produces, are of 
various kinds. India may not be asrich in her mineral 
wealth as some other countries but her possibilities in this 
respect are not yet definitely known. 

The resources of the country lie almost undiscovered 


and untapped, and though minerals have been exported 
from ancient times, it may be found that after all the 





* Although the great heat and moisture of the Indian summer allow of the 
growth of abundant crops of rice and millet, the staple foods of the people, the 
climate is not without its drawbacks. There can be no doubt it is an important 
faitor in causi. g the deaths of the half million natives who die each year of 
plague and fevers ; and the periodical failure of the wet monsoon, or the coming 
of too much rain at one period followed by a long drought, has accounted for 
millions of deaths through famine in past years.”—C. B. Thurston; Zconomic 
Geography of the British Empire. 
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surface of the earth has been barely scratched. How the 
rivers of India may, by means of canals, be utilized for 
the irrigation of thousands upon thousands of acres has 
been demonstrated by the successful irrigation schemes 
carried out in the Punjab and elsewhere. And the Tata 
hydro-electric works at Lonawla, show how motive 
power, capable of working a number of factories at a 
distance, may be created by means of water stored in big 
lakes formed in suitable valleys and fed with the rainfall 
which may be very heavy there. 


The forest produce of India too is varied and rich 
and its economic possibilities are steadily being realised. 
Excellent qualities of timber and fibres, grasses, distilla- 
tion products, oil seeds, tan and dyes, gums and resins, 
rubber, bamboos, canes, drugs and spices are found in 
these forests which are now, in British India, under State 
control. Many of these products are calculated to supply 
valuable raw material for industries, and wood pulp, 
paper, tanning materials, matches, rosin and turpentine 

may be manufactured out of them on a large scale. Vari- 
ed climate and soil, hills and rivers, forests and mineral 
deposits, constitute the abundant wealth of India which 
has earned for her the name ‘land of gold,’ and Indian 
tea, jute, cotton, sugar-cane, oil-seeds, opium and indigo 
have established their reputation in the whole world. 


Asto minerals alone India has had a distinguished 
record. 


“So richly endowed by the bounty of Nature, India 
from the earliest times of which there is any record 
down to within a few years of the British occupation 
was one of the foremost mining countries in the world. 
She was able not only to meet from her resources her 
own local wants, but also sent to far-off lands some of 

. the finest products of her mines. For centuries and up 
till 1727 when Brazil entered the market with its 
cheaper stones obtained from the mines of Minas 
Geraes, India alone supplied diamonds to the world. 
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( The koh-i-noor of the British Crown, the Orloffin the/J 
sceptre of the Russian Czar, the Pitts diamond among 
the state jewels in France, and several other, in the 
possession of the princes and magnates of Europe, 
are from our mines.) China got her silver from us, 
Our iron was held t6 be of superior quality and was 
much sought after by the foreign merchants. Indian 
steel was highly prized for its fine temper and found 
ready sale in the markets of Persia and England.’* 

2%. Land.—As the most fruitful source of livelihood 
for men and cattle, the soil has ever been regarded with 
reverence in India, and the agricultural industry occupies 
a high place in public estimation. In quite a Physiocra- 
tic fashion, the mass of Indian people attribute to the soil 
almost exclusive productive capacity, and other industries 
appear tu them as more or less parasitical. This is but 
natural in a social economy in which agriculture predomi- 
nates, and the deep attachment of the people to the soil, 
is thus easily accounted for. About 72 per cent. of the 
Indian population subsists upon agriculture, and with the 
disappearance of the indigencus industries, this perceut- 
age has been steadily growing. Barely one acre of land 
is available per head of the agricultural population and it 
would not be surprising if the soil felt increasing pressure. 
The following figures{ are instructive in this connection:— 


Classification of Area. 


(1915-16) 
Acres. 
Area by professional survery ... .-- 619,521,000 
Area under forest... he «» 89,079,000 
Area not available for aul tivation ... 143,930,000 
Cultivable waste ... is Ses -.- 113,820,000 
Fallow land me sie ae -- 91,731,000 
Net area cropped ... aes ode .». 221,778,000 
Irrigated area __... ee ies ... 48,898,000 


FS SE, Series 


* Mr, Joshi’s Writings and Speeches. 
{ Agricultural Statistics of India, 1915-16, 
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The proportion of cropped to total area and the 
number of population per 100 acres of cropped area in 
each province are stated below :— 


Proportion Population 
of cropped per 100 


to total acres 
area of cropped 
area. 
Bombay 52 per cent. 60 
Delhi — 50 yo 233 
Bihar and Orissa 49 . 5, 133 
United Provinces 49, on 142 
Bengal 48 4, 5 184 
Punjab 40 4, os QL 
Madras 38 yo tg - 121 
C. P. and Berar 388 yay o¢ 
North-West Frontier 

Province ZO. ag % 94 
Manipur 23 yy 92 
Ajmeer-Merwara AG: 5. us 177 
Assam 19 989 114 
Coorg 14 ,, 5 127 
Sind 144, ;; 11 
Burma 13 yas 74 


If areas cropped more than once are taken as 
separate areas for each crop, the gross area cropped 
in 1913-14 amounted to 246,989,000 acres and was distri- 
buted among different crops as under :— 


Acres Per Cent. of total 


Food grains 191,573,000 iw ar | 
Condiments & Spices 1,288,000 05 
Sugar 2,¢08,000 1‘1 
Fruits & Vegetables 9,421,000 2°3 
Miscellaneous food crops 1,116,000 0°5 


Total food crops. 202,405,000 82'1 
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others who purchase lands with the object of carrving o 
farming, must be extremely smail. 


28. Pressure on the Land.—The latest censu 
report, in the chapter on occupations, throws much useft 
light on this subject. We there read :— 


“On the one hand, the rise in the price of food 
grains has made agriculture more profitable, while, on 
the other, the profits of the various artisan classes 
have been diminished, owing to the growing competi- 
tion of machine-made goods, both locally manufactur- 
ed and imported, with the result that these classes 
show a growing tendency to abandon their traditional 
occupations.” 

And further :-— 


“The local cobler on the other hand, having to: 
pay more for his raw material and feeling the increas- 
ing competition of machine-made goods, has been 
tempted to abandon his hereditary craft for some other 
means of livelihood, such as agriculture or work in 
factories of various kinds.” 

Those artisans with whom agriculture was a sub. 
sidiary calling, are being compelled to throw up their 
proper crafts and to take to the overcrowded occupation 
of farming. ‘The Census Report observes :~~ 


‘The subsidiary table shows that many village 
artisans are also partly dependent on agriculture. This 
supports the statement made elsewhere that there is 
at present a tendency fcr these persons to abandon 
their hereditary occupations in favour of farming.’* 


Though there are certain areas in the country which 
may be developed, the scope for extensive farming is now 
extremely limited. Theland in most parts of India has 
been under cultivation for centuries and persistent and 
peaceful cultivation under British rule is indubitably sub- 
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* See the Author’s article on this subject in the Mysore Economsi¢ 
Jowrnal for February, 1915. 
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ject to the law of diminishing returns. The operation of 
this law can only be arrested by improved methods of 
farming and the application of more capital to the land. 

29. Fertility of Soil.—It isa common belief among 
Indian cultivators that the soil is not as fertile to-day as 
it was in the past. This notion can not be disposed of as 
being a mere prejudice and be put down to the natural 
human disposition to disparage the present and exalt the 
irrevocable past. Increasing population and unbroken 
peace have allowed land no rest, and the fertility exhaust- 
ed by continued cultivation has not been restored to the 
soil by the use of rich manures. 

‘With the increase in the acreage of cultivation, 
especially of less fertile soils, the average outturn is 
bound to decrease, but to establish a deterioration it 
must be shown that the land which was under cultiva- 
tion in former times now yelds less than it did before’, 

and official reports on this point would seem to lead 
to the conclusion that the theory of deterioration 

“has been frequently exaggerated though itis not 
denied that in several areas the cultivation of land 
must have become less efficient than before.’ 

What are called the natural and original powers of 
the soil vary from one part of the country to another and 
determine the character of the crops raised there and also 
the standard of living ofthe cultivators. The cultivator 
in the Konkan, for instance, can, with difficulty, eke out 
&@ bare subsistence while his brother in Khandesh or 
Satara gets rich and bumper crops out of his rich soil. 
The farmer: cannot, however, depend upon the natural 
properties of the soil to provide a perennial and uniform 
source of income even where nature is bountiful as those 
powers must be steadily exhausted unless they are re- 
plenished from time to time. It is difficult to distinguish 
between what man owes to nature and what he himself 
contributes to the fertility of the soil by his own exertions, 
putting in of manures, rotation of crops and so forth. 


~ 
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Where land is abundant, as in a newly settled colony, ex- 
tensive cultivation is the rule, but in old countries, the 
demands of growing population have to be met by resort- 
ing to methods of intensive cultivation. Rapid and cheap 
means of transport have, no doubt, brought the old world 
into closer touch with the new and the food problem of 
the former has been, to a large extent, solved. But India 
cannot afford the means to buv her food from outside and 
the urgency of intensive cultivation is, in her case, ex- 
tremely great. 


The demand for the agricultural products of this 
country in the world’s markets, is bound to increase 
sti adily and there will be a scramble for the possession of 
Indian-grown raw materials among foreign nations. 
Owing to foreign demand, the prices of our raw products 
are growing higher, and they will constitute an immense- 
ly valuable source of wealth for the country. The pro- 
ductive capacity of the soil must, however, be increased 
if any substantial benefit is to be reaped by the people 
in the face of increasing population and of rising prices 
all round. This would require more capital, better 
methods of farming, improved implements and the sys- 
tematic organization of the agricultural industry. 


30. Value of Land.—So far we have confined 
overselves only to the natural properties and advantages 
of the soil and to the varying degrees of value they 
confer on land. Changes in social conditions, improve- 
ments in the means of transportation, creation and ex- 
pansion of markets also exercise similar influence and 
land which is comparatively unimportant to-day will be 
extremely valuable to-morrow. Lands which were on 
the margin of production a few years ago, fetch high 
rents to-day on account of remunerative crops like cotton 
groundnuts, and sugarcane, being grown in them. 


Lands which are brought in contact with new inter- 
nal or external markets by railways become immediately 


VaLvE Oy LAND, $3 


nore remunerative and this phenomenon is particularly 
noticeable in the case of lands in the vicinity of towns. 
Intensive farming becomes possible in these cases and the 
saving made in the cost of transportation and the high 
prices obtained for the products of suburban farms confer 
higher values upon lands. Social causes do for these lands 
what natural gifts do for others, 


When we consider the changes in the values of urban 
and suburban lands used and capable of being used as 
building sites, the phenomenon is more interesting still. 
The growing population, and the expanding trade and 
industries of towns lead to an increasing demand 
for lands and their values have been steadily going 
up. Ground rents are consequently rising at a rapid 
rate in all towns and in centres of industry and 
trade. The housing problem is, therefore, becoming 
every day more difficult and demands serious considera- 
tion at the hands of municipalities and the State. 
Lands fetch fabulous prices in Bombay and even in 
Poona, plots which could barely yield Rs. 12 per acre 
fifteen years ago, are being let to-day at Rs. 200 an acre. 
Exercise of foresight has, therefore, become necessary in 
the development of urban and suburban areas and town- 
planning schemes are being undertaken in several places. 


31. Minerals.—We have already stated that the 
possibilities of the development of mineral production in 
India are considerable. 


“The feature that stands out most prominently in 
& survey of the mineral resources of India is the fact 
that while striking progress has been made in recent 
years in opening out deposits from which products are 
obtained suitable for export or for consumption in the 
country by what may be called direct processes, very 
little has hitherto been done to develop those minerals 
that are associated with the more complicated metal- 
lurgical and chemical industries. The explanation 
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is to be found, to a great extent, in the importance fof 
bye-products in modern metallurgical and chemical 
developments.’* : 


It is, therefore, maintained that 


“A country like India must be content to pay 
the tax of imports until industries arise demanding a 
sufficient number of chemical products to complete an 
economic cycle, and India does, in fact, import at pre- 
sent large quantities of metals and mineral products 
while possessing in many cases the mineral resources 
required to supply the demands in question. There is 
thus great scope for the development of mineral indus- 
tries for supplying the internal requirements of the 
cour try, quite apart from any markets that might be 
found abroad.’’* 
What progress has been made during the last fifteen 
years inthe growth of mineral production, may be seen 
from the following comparative figures :— 








Quantities. Value. 


ee TROLS Se Ss mm ft: 


1901 | 1916 | 1901 | 1916 
| £ | &£ 
Coal (tons) _ | 6,635,727|12,254,309| 1,823,372| 3,878,564 
Gold (ounces) | 532,303/ 598,370| 1,931,030| 2,303,023 


Petroleum 50,075 297,189} 204,342) 1,119,405 

(thousands of 

gallons) 

aaa 157,736; 645,204) 215,934) 1,487,026 
tons 


Salt (tons) 1,102,039! 1,488,649 374,133) 728,358 
Saltpetre(tons)} 15,555; 25,056) 191,904) 607,488 


Tungsten ore 3,761)... 466,604 
(tons ) 
Iron ore (tons).| 49,798) 411,757 7,932 37,911 


cemeersiys 





* Decennial Moral and Material Progress Report. See also Sir T. Holland's 
Sheteb of the Mineral Resources of India. 
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32. Conservation of Mineral Wealth —With 
every crop taken out of the soil, we steadily exhaust its 
productive capacity, and it is by means of manures that 
the fertility is restored to it. But in the case of the ex. 
traction of minerals, such restoratives are not available. 
An increased supply can be obtained only by going deeper 
intothe mines, and though the operation of the law of 
diminishing returns may be checked by improvements, a 
time comes when the cost becomes prohibitive and the 
supply of minerals is exhausted. The prospect of the 
exhaustion of the English Coal Fields, has led some peo- 
ple to advocate the taking of measures to conserve the 
supply, though thecomforting assurance is given by some 
that by the time the prophesy is fulfilled a century or two 
hence, a cheap substitute for coal will already have been 
found. 


That fate of the stock of subterranean | wealth raises 
similar apprehensions in India and the problem is further 
complicated here by the fact that the people of this 
country have little share inthe wealth extracted. The 
minerals once taken out, cannot be restored and as the 
mines are at present exploited, in the absence of indigen- 
ous enterprise, the mineral wealth does not remain in the 
country ; nor does the country get an equivalent for it. 


“In view of the fact that minerals cannot be 
replaced or re-plenished, a spcial, heavy responsibility 
lies upon both the people and the Government. The 
desire to stimulate production cannot justify the com- 
plete handing over of mines to persons who have no 
permanent interest in the land. On the one hand, our 
people ought to realise that in the interests of the 
country itself our minerals have to be worked. No 
serious harm certainly can result from postponing for 
even a quarter of a century the extraction of precious 
metals like gold and precious stones like rubies or 
diamonds. On the other hand, as trustees of the per- 
manent welfare of the Indian people the Government 
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should recognise the serious injury that would be 
caused to those interests from exploitation by outsiders 
who have no permanent stake in the country.’’* 


v33. Summary.—Though not quite lavish, Nature 
is sufficiently bountiful towards India. We have a variety 
of soils which produce raw materials of the greatest value 
to man so that if India were to be cut off from the outside 
world, the country could be self-supporting. Some of the 
products of the Indian soil like jute, cotton, tea, coffee 
indigo, sugarcane, oil seeds, rice, and so forth, are of great, 
economic value and India produces her own food supply. 
The mineral possibilities of the country are believed to 
be great and large industries are capable of being built 
up in. connection with them. 


genie 


and grasses and if they are properly conserved, they may 
constitute a rich source of wealth. But the soil must 
continue to be the mainstay of the bulk of the population 
and the limits of extensive cultivation have long been 
reached. A larger amount of food supply must be got 
out of the soil if it is decently to support the growing 
population. Among the conclusions Mr. Wattal ¢ has. 
derived from his elaborate study of census and agricultural 
statistics, are the following:—That though there are 
sparsely populated areas they are not so because they are 
awaiting development but because the character of the 
soil is inhospitable and there is no further room for the 
development of cultivation ; that in all the old Provinces 
the pressure of population on cultivation is fairly intense ; 
that the average per unit of the agriculturist population 
hardly exceeds an acre and a quarter and shows a tendency 
to fall; that a development of the means of subsistence 
in the circumstances of the country can only mean a 





* Presidential Aidress by the Hon’ble Mr. Mudholkar at the Madras Induse 
trial Conference, 1508. 
7 The Population Problem in India, 
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development of irrigation, but irrigation has no very 
bright future before it, and that the agriculturist popula- 
tion is increasing at the expense of the industrial and 
trading populations. 


This picture may appear to be overdrawn but some 
of its touches are true to nature. The utilization of the 
water of rivers which goes to waste, the use of rich 
manures and the adoption of better methods, may, of 
course, counteract, to a certain extent, the growing pres- 
sure on land but there are enormous difficulties in the 
way, and other remedies must also be devised. The 
courses of rivers may be regulated and the water supply 
may be improved. But there are natural forces which 
appear to be beyond human control and the prospects for 
the large agricultural population at the mercy of the 
monsoons and dealing with not a very productive: soil, 
cannot be very reassuring, unless organized and compre- 
hensive effort is made to develop the resources of the 
country. The situation appears gloomy as things stand; 
but there are abundant possibilities and the prospect may 
be improved if the opportunities are properly utilised. 


Chapter IY. 
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34. Value of Labour.—Rivers, lakes, mineral de- 
posits, forests and fertile soil are the spontaneous gifts 
Nature offers to man, but that kind mother yields her 
blessings only at labour's call. The water of lakes and 
rivers must be conveyed to fields thirsting for mois- 
ture, the minerals must be extracted from the earth, trees 
in the forests must be felled and removed and the soil 
must be ploughed and cultivated. In his migrations man 
has tried to occupy the fairest parts of the earth, but has 
not always succeeded, and he has had to struggle with the 
obstacles placed in his path by Nature. Many economic 
stages had also to intervene before he rose to the present 
state of industrial organization. If we leave aside the wild 
tribes of Gonds, Bhills and the like that are still found in 
India, not far removed from the primitive condition in 
which man subsists by hunting and pasture, we find that 
the bulk of the population has, for centuries, been pro- 
secuting agricultural and other industries with patience 
and perseverance. 
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Nature does not smile on all parts of the country 
alike. She frowns upon man in serveral places and there 
she has been coaxed into yielding her gifts. In many 
tracts of the country, the people have had to strug- 
gle very hard to eke out a living and with great 
difficulty the land has been made capable of support- 
ing human life. The intensity of this struggle with 
| nature has moulded the character of the people in differ- 
fent parts of the country in different ways. While, there- 
fore, some have become most courageous, enterprising 
and tough, others have learnt to take life easily. On 
the whole, however, the value of labour in the production 
of the necessaries of life has been universally appreciated 
and the old arts and industries of India testify to thig 
fact. The Indian farmer and craftsman is well-known 
for his partience and skill, and though labour in this 
country has been confined to distinctive grooves, the 
essential conditions of productivity are indisputably: pre- 
sent in it. 


35. The Labour Factor.—The first requisite of 
production is land and the forces of nature. The second 
essential of wealth-creation is labour which is defined, as 
it is usually understood, as muscular energy directed by 
intelligence. In economics the word is applied to every 
effort made by men in contributing directly or indirectly 
to production and refers alike to the human energy spent 
by a common workman in the field or factory and to that 
of the Viceory and the Commander-in-chief of India, Ordi- 
narily, however, iabour means the manual and intellectual 
energy brought to bear upon the work of production by 
all those who directly participate in wealth-creation. The 
value of land as a factor of production may be partly the 
result of the labour bestowed upon it; and implements and 
machinery required for wealth-production are also the 
product of human labour. Yet the natural powers of the 
earth and the atmosphere and the pre-existing wealth 
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which is used by the producer, are both essentials of 
production which can be distinguished with sufficient clear- 
ness, from labour. 


To satisfy his wants man has always used his physical 
and intellectual energies and as in the case of land, so in 
that of labour, the quantity of wealth produced will be 
conditioned by the efficiency of the factor of production. 
If more utilities are created in the same amount of time 
or the same utility is produced in a less amount of time, 
that is a distinct gain to the individual and to the com- 
munity. The efficiency of workers and their condition, 
therefore, play an important part in determining the 
national dividend and the welfare of society. 


As the essence of wealth-creation lies in the surplus 
of pleasure over the pain of labour or sacrifice, the smaller 
the amount of the cost, the higher will be the gain. But 

,smallness of the remuneration paid to labour does not 
often denote a large surplus because the contribution of 
that labour to production may not be sufficiently high. 
Low wages may some times prove more costly than high 
wages. 


“In the Philippines the contractos find it in the 
end cheaper to hire the Chinamen in preference to 
the natives, although the former command large 
wages; in the southern cotton factories the white 
labourer is found more advantageous than the negro 
factory hand,.who can be hired ata materially lower 
wage. Furthermore, in the same industry and with 
the same workman neither an increase of wages nor 
curtailment of labour time necessarily augments cost. 

‘Where a reduction of hours or an increase of wages 
succeeds in enhancing energy, care and sobriety, the 
output may be greater than before.*’* 


36. Cheapness and Efficiency.—Indian labour 
is said to be cheap but at the same time comparatively 


* Seligman: Principles of Economics. 
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very inefficient. The cheapness is both the effect and the 
cause of India’s poverty; and-even if the - Indian labourer 
is hot getting his due share it cannot be sufficiently large 
so long as the total product is small. In point of efficiency, 
the Indian workman is compared with his western brother 
to his great disadvantage, and it is stated that an English 
labourer is six times as efficient as the Indian labourer. 
Apart from climatic and other factors which go to make 
labour inefficient, the Indian workman suffers from a lack 
of education and training. When these latter are available, 
the efficiency of Indian labour will net be lower than that 
of workers in other countries. Comparisons such as the 
one stated above, are sure to be unfair to the Indian 
labourer who is the victim of the conditions that surround 
_ him and is not inherently incapable. 

Complaints are not unoften heard from employers 
about inefficiency of labour accompanied by a rise in 
wages. The causes of recent increased wages have, how- 
ever, little to do with an improvement in the conditions 
of work on the field or in the factory. Given proper 
training, congenial surroundings and healthy conditions 
of work, the efficiency of Indian labour is bound to be 
high. We cannot do better than quote here the testimony 
of Sir Thomas Holland. Speaking at Madras recently 
he observed :— 


“One thing that I am quite satisfied with already 
is that in India we have means of obtaining all the 
expert labour that -is necessary. Any one who has 
visited the Tata Iron and Steel Works will come away 
thoroughly convinced with the conclusion that with 
Indian labour you can tackle any industry for which 
the country is suitable. I have seen labourers at 
Sakchi who only a few years ago, were in the jungles 
of the Santals without any education. They are handl- 
ing now red hot steel bars, turning out rails, wheels, 
angles of iron as efficiently as you can get it done by 
any English labourer. You cannot have a better test 
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of the quality of labour and you cannot be prepared 
for more satisfactory results. When your labour is 
organized and properly educated and properly fed 
there is not the slightest doubt that you will get 
yesults that will suit all raw materials available in the - 
country. The whole question is largely of the methods 
we should adopt for getting information regarding our 
own materials and training people to suit the needs of 
industrial development.”’ 


‘ The proverb that ‘a bad workman quarrels with his 
tools’, may be fitly applied to the employers in India 
who find labour scarce, dear and inefficient. They do not 
know how to procure and train labour and how to make 
it efficient.* 

37 © 6Different classes of labour.—Before the 
advent of machinery and steam power in this country, 
Indian labour was known to be thoroughly skilled and 
efficient. The artistic work of India was famous through- 
out the world, and the efficiency of Indian weavers, metal 
workers and carvers, was undoubted. Though the fine 
products of Indian labour are being fast displaced by 
machine-made goods imported from abroad, we still get 
them in sufficient quantity and variety to testify to the 
high level of efficiency reached in India. {It is a well- 
known fact that in the first quarter of the last century, 
the products of Indian looms competed successfully with 
the piece goods turned out in English factories till at last 
they were driven out of the field by the selfish and short- 
sighted policy of the East India Company. 


Owing to the decadence of the old indigenous indus- 
tries and the inability of the people to start new ones tc 


* “I am of opinion that unless the mentality of the workman is improved by 
primary education so as to enable him to take an intelligent interest in his work 
there can be no marked improvement in skill, and, again unlesshe is well paid, 
comfortably housed and provided with innocent amusemen: and recreation, there 
will be no sufficient inducement for him to give steady attendance which is one 
of the requisites for maintaining the acquired skill {at a high level” Speech of 
Mr. Sekulatwala, Chairman, Bombay Millowners’ Association, 1917. 
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take their place, agriculture has become the mainstay of 
the population and the bulk of our workers are connected 
with that industry. 


¥ “Tn England according to the returns for 1901, of 

every hundred actul workers, 58 are engaged in indus- 

trial pursuits, 14 in domestic service, 13in trade and 

only 8 in agriculture ; whereas in India 71 per cent. 
are engaged in pasture and agriculture and only 29 
per cent. in all other occupations combined. The pre- 
paration and supply of material substances afford 
means of livelihood to 19 per cent. of population 
( actual workers ) of whom 12 per cent. are employed 
in industries, 2 in transport and 5 in trade. The 
extraction of minerals supports only 2 persons per 
mille ; the civil and military services support 14, the 
professions and liberal arts 15, and domestic service 

18, persons per mille. ” + 


The following tables will show in detail, how the 
population is distributed among the different occupa- 
tions: — 


Occupations of the Indian people. 


A India ... cae ... 313,470,014 
Production of Raw ‘Materials ... 224,030,092 


I Exploitation of the surface of the 


earth ... ii Pe ... 220,000,483 
Pasture and agriculture ... we 224,695,900 
(a) Ordinary cultivation ... ... 216,787,137 
(6) Growing of special products and 
market gardening sis we 2,012,008 
(c) Forestry .. se os 672,093 
(d) Raising of faeni stoek ... 95,176,104 
(e) Raising of small animals ... 48,063 
Fishing and hunting ae ... 1,854,583 
II Extraction of Minerals _... dies 529,609 


Mines ... ges we oe sie 375,927 


+ Census Report, 1911. 





Inpian Booxomrcs. 
, Quarries of hard rocks __... or 75,424 


” Salt etc. a me 78,258 
B Preparation and wapoly of Material 
Substances sie ses ..- 98,191,121 
III Industry es oe = ... 309,020,041 
Textiles aa ae .. 8,806,501 
Hides, skins and hard materials 
from the animal kingdom tae 698,741 
Wood ... eee sis ade we. 3,499,892 
Metals .. Se a. — .. 1,861,456 
Ceramics si = oo. 2,240,210 
Chemical products prapedly so called 
and. analogous me as »» 1,241,587 
Food industries a one ee §=3, 711,675 
Industries of tress and toilet os 750,609 
Furniture industries ... see ies 39,268 
Building industries ... sg ... 2,062,493 


Construction of means for transport 66,056 
Production and transmission of Phy- 

sical forces ( heat, light, electricity, 

motive power etc. ) si bis 14,384 
Industries of luxury and those per- 

taining to literature and to arts 

and sciences ie bus eos §=9,141,665 
Industries concerned with refuse 

matter... eh sah 22 -- 1,388,515 


IV Transport sale vin She +» 5,028,900 
Transport by water ... oes ... 982,766 


Transport by road ... 353 +. 2,481,938 


Transport by rail sae . 1,062,493 
Post office, a and telephone. 
services ibe a -. 201,781 
V Trade Sa ie ..L7,839,102 
Banks, satablishmente. of credit, 
change and insurance sis .. 1,220,187 


Brokerage, commission and exports. 240,856 
Trade in textiles ws is we 1,277,469 
Trade in skins, leather and furs ... 296,712 
Trade in wood ooo aes ove §©6=— 04,83 
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Trade in metals ne es aes 99,761 
Trade in pottery i are --- 101,986 
Trade in chemical products... «- 171,927 
Hotels, cafes, restaurants etc. w-  ¢19,052 


Other trades in food-stuffs ... .. 9,478,868 
Trade in clothing and toilet articles 306,701 


Trade in furniture... ses .. 173,413 
Trade in building materials... re 84,613 
Trade in means of transport-.-. w- 209,096 
Trade in fuel ... oak ous ... 824,962 


T'rade in articles of luxury and those 
pertaining to letters and arts and 


the sciences ... - ae ... 922,130 
Trade in refuse aiatter ce ies 3,695 
Trade of other sorts -.-. sais wee 2,192,004 

C Public Administrations and Liberal _ 
Arts... ve ie nm 10,912,123 
VI Public force  -.. be des .». 2,398,586 
Army Sei sat sae ve «-- 665,278 
Navy sas san coe aes is 4,640 
Police ... se See see we. 1,728,668 
VII Public Administration aoe «». 2,048,005 
VIII Professions and liberal arts... wee 9,020,008 
Religion ... oa ae sae ... 2,469,489 
Law Ses ses sas ees eee 303,408 
Medicine.. eis sid seis .-- 626,900 
Tretriction wee .. 674,393 
Letters and arts and sciences eee §«©=6.:- 901, 167 


IX Persons living principally on their 
income ane dss ous .- 940,175 


D Miscellaneous ... sci sa eee 17,286,679 
X Domestic service ee see ... 4,599,080 
XI Insufficiently described occupations 9,236,210 


XII Unproductive oe ae .. 93,451,381 
Inmates of jails, a and hos- 
pitals... sia See .. 182,600 


Beggars, vagrants, ana prostitutes... 3,311,771 


66, tynran Koovomrds, 


II 
No. per 10,000 
Occupation. of total 
population. 


' Landlords and tenants oust .. 9,606 


Agricultural labourers ; 1,316 
General labourers’... “ si 287 
Stock-owners, milkmen and Nenienen ses 164 
Cotton workers a ve sine es 207 
Blacksmiths _... se 44 
Brass, copper and bell-metal wétkors sug 9 
Carpenters and wood-cutters Su ie 99 
Fishermen, boatmen and pailki bearers ... 133 
Oil-pressers _... ao oF sia as 37 
Barbers Sai ais ies mas ae 68 
Washermen .... ae a ae os 68 
Toddy drawers... = eae wg -. = 20 
Grain huskers and parchers... ‘eg i 68 
Leather workers — - 90 
Basket makers, scavengers and dramas 107 
Priests... ee ee she 4s oe 64 
Potters... see bas St ve ss 63 
Mendicants _... sa ie 128 
Cartmen and pack aitmel drivers ve sh 47 
Village quacks and midwives ate ‘sa 6 
Goldsmiths ‘es ais a ii 57 
Grocers and Sonfectionets ase set ve 119 
Grain dealers and money-lenders ... — ... 109 
Village watchmen and other officials ces 64 
Vegetable and fruit-sellers ... ais Se ol 
Makers and sellers of bangles ae cae 18 


Total ... 9,029 


38. Agricultural Labour.—India is a country of 
villages. Only 9:5 per cent. of the population of India 
are found in towns (having not less shan 5,000 inhabitants 
as a general rule) compared with 78:1 per cent. in Eng. 
land and Wales and 45°6 per cent in Germany. In such 
a preponderatingly agricultural country as India, out of 
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every 10,000 of the village population, a little more thah 
a half are land-lords and tenants and about one-eighth are 
agricultural labourers, general labourers being about 
3 per cent. of the whole. It has been calculated that 
‘on the average, in the whole of India, every hundred 
cultivators employ 25 labourers, but the number varies in 
the main provinces from 2 in Assam, 10 in the Punjab, 
12 in Bengal, 16 in the United Provinces to 27 in Burma, 
33 in Bihar and Orissa, 40 in Madras, 41 in Bombay, and 
59 in the Central Provinces and Berar.’ 


As regards Indian agricultural labour, there is no 
question about its being most patient, assiduous and skil- 
ful. The agricultural labourer often owns a piece of land 
himself and works both on it and on the farm of a local 
landowner. This land-lord-cum-labourer does besides 
other kinds of work ; plies his cart for hire and markets 
field produce. The women of the house also work in the 
fields and women labourers are employed for weeding, 
harvesting and soon. They make cow-dung cakes which 
are sold in the neighbouring town, and milk is also simi- 
larly taken for sale every day. Agricultural labour is 
thus not specialised as in western countries, and spinning 
and other simple trades are also carried on under the roof 
of the cottage. 


L The impression has long prevailed that the Indian 
cultivator isa very indifferent worker, dull-headed un- 
enterprising and inefficient ; but it seems to be derived 
from the fact of his being without capital, without good 
implements and manures and without those other charac- 
teristics which give a farmer the appearance of a progres- 
sive and efficient worker. Latterly, however, the Indian 
cultivator has come to be better appreciated * and it is 





* ‘It is assumed that the Indian cultivator knows nothing about his own 
business: that any thing that is good must come from the West. And so the 
kindly, but in many cases, misdirected efforts of early workers took the line of 

ntroducing into India crops or implements of Western origin, regardless 
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~- stated that in the art of agriculture he has little to learn, 

pore the new methods which scientific progress has 
taught. In 1889 Dr. Voelcker, consulting Chemist to the 
Royal Agricultural Society of England, was deputed to 
make inquiries and suggest improvements in respect of 
Indian agriculture. And he wrote :— 


“On one point there can be no question, viz, that 
the ideas generally entertained in England, and often 
given expression to even in India, that Indian agricul- 
ture is, as a whole, primitive and backward, and that 

wae has been done to try and remedy it are altogether 
erroneous...---At his best the Indian Ryot or cultivator 
is quite as good as and in some respects the superior 
of the average British farmer, whilst at his worst, it 
can only be said that this state is brought about large- 
ly by an absence of facilities for improvement which 
is probably unequalled in any other country, and that 
the Ryot will struggle on patiently and un-complain- 
ingly in the face of difficulties in a way that no one 
else would. Certain it is that I, at least, have never 
seen a more perfect picture of careful cultivation, 
!combined with hard labour, perseverance and fertility 
of resource, than I have seen in many of the halting 
places in my tour.” 


The position is pithily summed up in the following 
significant utterance of His Most Gracious Majesty the 
King-Emperor :— 


“The cultivator has always been patient, labor- 
ious and skilful, though his methods have been based 
upon tradition. Latterly the resources of science 


altogether, in the case of crops, of the effect of climatic change or in the case of 
implements, of considerations of cost. This feeling died hard. It was long 
before the s:age was passed of cunsidering that the West must teach the East, 
that the East had nothing to teach the West. Real progress came only when 
it was realized that in India we have to deal with an agricultural practise which 
has been built up on the traditional custom of years and in which reside though 
unexpressed and unexplained deep scientific principles, the reasons for which 
gan only gradually be elucidated ”—“ Agriculture in India” by James Mackenna, 


VILLAGE - ECONOMY. 69 


have been brought to bear upon agriculture and have 
been demonstrated in a very short time.” 


39. Willage Economy.—The Indian village is 
generally self-contained* unless where it has been brought 
into close contact with the outside world by the railway. 
The importation of machine-made goods and their diffu- 
sion throughout the country, have, however, disorganized 
the self-sufficing organization of villages. On a preceding 
page we have shown the traditional occupations of the 
inhabitants of villages and that represents the normal 
rural situation. But the village organization is fast 
undergoing a change. The traditional skill of several 
classes of artisans finds a steadily diminishing demand 
owing to the introduction into villages of manufactured 
articles, Indian or foreign. They are, therefore, thrown 
back upon the land which some of them own and thus 
press upon the soil except where new tastes and wants 
provide them employment in their old industry adjusted 
to changing circumstances. 


The caste ofeach worker determines for him the occu- 
pation he will follow. Though some people will disdain 
to touch the plough, ‘it-may be noted that agriculture, 
including field labour is the occupation which has drawn 
away most of those who have deserted their traditional 
callings. There are, again, various occupations, which 
are not specially earmarked such as service under Govern- 
ment, the learned professions &c., which persons of all 
castes seek to follow; and with the spread of education the 
competiton for employment inthese directions will become 
increasingly severe. The struggle for existence and 
spread of education are two great solvents; and they are 
loosening the riyvidity of caste organization. Thus the 
higher classes among the Hindus, e. g.the Brahmins, are 
taking to trade, and such occupations as tailoring, carpen- 
try, &c., are no longer barredto them. Owing to a lack 


* Dy. H, H. Manns « Land and Labour in a Deccan Village”, Page 150, 
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of demand for their goods, the hereditary skill of several 
artisans has deteriorated and it is only to satisfy the simple 
wants of village people or the artistic tastes of the 
wealthy few that ‘rural and urban craftsmen ply their 
industries. | 

The farm worker goes daily to his field in the 
agricultural season and does some other job when land 
provides him no employment. The cow-herd and the 
shepherd tend their herds and flocks in the .village com- 
mons and on adjacent hills. The weaver plies his hand- 
loom under trees in front of his-hut and the potter turns 
his wheel in the open space before his hovel. The black- 
smith works at his anvil and forge to make and repair the 
implements and tools of the village. The carpenter, the 
leather-worker and the shoemaker are likewise in request 
and supply the simple wants of the rural folk. Female 
workers are employed in the fields for weeding, picking 
and reaping. But ginning and spinning are no longer 
the regular domestic occcupations of women as they were 
before the advent of machinery. Most of the craftsmen 
in the village are autonomons workers, but the other 
labour is hired, either by the day or by the year. In the 
old village organization, artisans and craftsmen were ex- 
pected to supply their labour to farmers in return for 
remuneration given to them in kind according to a fixed 
schedule. This system prevails in villages even at the 
present day.* 


48. Factory Labour.—Even in Western countries 
where the factory regime is in full swing, we witness in 
industries what is called a ‘regressive evolution,’ and 
manual labour, assisted perhaps with improved tools, is 
often preferred to work done with the aid of machinery. 
n India, the machine is the exception and manual labour 
he rule, in spite of the fact that in large centres like 
Bombay, Calcutta, Cawnpur and Ahmedabad numerous 





_ * See T. N. Atre’s “ Gawa-gada” in Marathi. 
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factories have been started. The labour employed in 
factories is, of course, of a different character from that 
engaged in agriculture, the domestic industries and the 
handicrafts. Much of it is, indeed, highly skilled and its 
efficiency is considerable, 


é{t is not easy to calculate the number of people 
employed in the two different types of industries. The 
latest census report, however, gives specially collected 
statistics of persons engaged in factories which employed 
twenty or more persons on the date of the census. There 
were, in the whole of India, 7,113 such factories employing 
2°1 million persons, or 7 per mille of the population. Of 
these 21 lakhs workmen, 5,54,778 were returned as skilled 
and 14,80,815 as unskilled. There were 38 females per 
100 males employed in the factories. The plaritations 
alone were responsible for 7 lakhs of workers and more 
than 5} lakhs were employed in textile industries, mines 
providin g employment for about 2} lakhs. Railway work- 
shops, 118 in number, gave employment to 98,/23 persons, 
and of these 65,460 were skilled workers. Of the 7,113 
factories mentioned above, 4,529 use mechanical power 
and are responsible for the employment of 18 lakhs of 
workmen out of a total of 21 lakhs. It may have been 
observed that the proportion of skilled to unskilled labour 
in factories is as 1 to 3. 


What we have said above of agricultural labour applies, 
to a certain extent, to labour in factories also. Several of 
the mill-hands in Bombay, for example, have their bits of 
land, perhaps the common property of a joint family, and 
they return to their rural homes at the beginning of the 
rainy season. They lend a helping hand to the folk at 
home in agricultural operations and on the close of the 
season return to their urban occupations. These migra- 
tions disturb the work of the factory and the employer 
is annoyed by the absence of so many hands at regular 
intervals, The operatives are not inclined to settle per- 


79 -  wpran Economics. 


manently in or near the towns as their attachment to 
the native village is too strong for this and the condi- 
tions of urban life are not sufficiently attractive. Nor 
can they stick to their rural homes as they must go out 
to earn enough to supplement the scanty and precarious 
income yielded by the village land. This amphibious 
character of the Indian factory worker is an interesting 
feature of our industrial organization ‘and possesses great 
economic significance. 


41. Traditional Training.—In the case of the old 
industrial arts, as we have pointed out before, there 
is yet much surviving skill and efficiency, but these have 
little scope for expansion, and with a steady diminution 
in the demand for products of indigenous manufacture, 
they are slowly but surely disappearing. The need of 
new industries and of a modification of the forms of the 
old ones, is being keenly felt, and it has become necessary 
to adjust technical and industrial training to the changed 
circumstances. The traditional method of industrial train- 


ing may thus be described :— 


“The child learns his hereditary craft from his 
father or is apprenticed to a mistri, or master crafts- 
man, who is often a relative of the pupil. There is no 
regular fee, and a small present is often paid to the 
owner or foreman of the shop, and in some trades a 
religious ceremony may take place at the time of 
apprenticeship. The child begins his work at a very 
early age; at first he is expected to undertake the 
menial duties of the shop and is put to cleaning the 
tools; later he begins to perform the simplest opera- 
tions of the trade. There is little definite instruction, 
but the boy gradually acquires skill by handling the 

‘tools and watching the workmen at their task. As 
soon as he has made a little progress, the apprentice 
is granted a small wage which is gradually increased 
as he becomes more useful; and when his training is 
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finished, he either goes out into the world or secures 


a place on the permanent roll of his master's shop.’* 


This system answered well in the past, but it no 
longer suits the changed and changing economic conditions 
in India. The workmen are not thereby enabled to keep 
abreast of the times, the quality of their work has 


deteriorated and the products of their industry are fast 
being supplanted by imported articles. Except ina few 


cases, they can neither adhere to the traditional system 
nor avail themselves of the advance the world is making 


in improved mechanical inventions. The bulk of Indian 


workmen are ignorant. They cannot understand the 
changes that are taking place all around them, and cannot 
be expectedto adjust their activity and skill to the altered 


environment. They are also extremely poor and their 


lack of means is another serious obstacle in their way. 


The handloom weaver is a typical example of this 
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deplorable condition and it is a serious problem to re- 


habilitate him. 


“The weavers are exceedingly poor and in the 
main rely upon middlemen for the small amount of 
capital actually employed in their trade—they are 
ignorant and narrow-minded and averse to enquiries 
regarding the detail of their trade. Each man works 
for himself and-there is little or no co-operation among 
them. There is no chance that any weaver may arise 
with an intimate knowledge of the technique of the 
trade and with a mind sufficiently wide to grasp the 
general trend of the economic forces which are 
gradually driving his fellow castemen to misery and 
despair. The only hope lies in the conduct of experi- 
mental weaving by the State with the object of work- 
ing out by degrees a better system of production.’ ft 


42. Present Requirements.—lIt is inevitable that 


in the steady process of economic evolution now going 





* The Indian Year Book. 
+ Chatterton: “ Agricultural and Industrial Problems in India.” 
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on in this country, the hand workers should have to 
abandon their old callings and that improved and new 
industries should take their place. Their displacement 
naturally excites sympathy but they cannot be simply 
preserved as the relics of a bygone age in an economic 
museum. The young generation of the hand workers 
must be educated and trained in new methods and pro- 
cesses and must be taught to use improved tools and 
machinery. Only in this way can these classes of workers 
in India be enabled to keep abreast of the times and be 
efficient agents in the production of wealth. Even though 
they may cling to their particular callings allowed by 
caste prejudices, they may be given scope for improvement 
in those very callings and thus be enabled to stand out- 
side competition. Or they may be trained to work in 
factories where their inherited aptitude may be suitably 
developed into up-to-date efficiency. Workmen of this 
type do find employment in mills and factories and are 
able to earn high wages. They also can steadily rise to 
higher positions and become foremen and even managers 
and employers. This will certainly mean the transforma- 
tion of autonomous workers into wage-earners. But 
failing the rehabilitation of craftsmen in a comfortable 
posjtion, that alternative is preferable to stagnation and 
starvation. 

In textile mills, mines, factories and railway work- 
shops, a training suited to the different trades, is essential 
to make efficient workers, and in India as in other coun- 
tries, honest, active and intelligent men are promoted to 
responsible and remunerative places. But in this country, 
the higher and the intelligent classes usually take to the 
learned professions and the too literary character of our 
education has created a large amount of unemployment 
among them. A number of technical schools do exist 
and some of their products secure employment in the 
factories. An adjustment, however, between industries 
and technical institutes has not yet taken place, and 
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there are numerous young men who have received techni 
cal education but fail to secute suitable employment | 
While there is a popular demand for the establishment 
of teachnical institutes, large and small, in all parts of 
the country, there is a complaint on the other side that 
the supply of trained men is already larger, and any addi- 
tion to it must increase the army of the unemployed. 

What is urgently required is the reorganization and 
expansion of our whole educational system. The diffu- 
sion of primary education, the’ starting of technical and 
industrial schools and the provision of mechanieal train- 
ing for factory operatives must be undertaken on a liberal 
and comprehensive scale and nothing must be left to 
custom or to chance. The problem of national education 
has been or is-being solved in Germany, Japan, England, 
Austria and America, but in India we have long drifted 
and even now when the lessons of the war in this connec- 
tion are being taken to heart everywhere else, we are not 
moving sufficiently fast. Each individual citizen must 
go through a suitable system of education, his faculties 
‘must be developed and the best that is in him must be 
drawn out to his own and the public advantage.} 

t See Viscount Haldane’s paper onNational Education in ‘ After-War Prq- 
blems’ and an account of the German system of education in Earl Dean Howard's 
‘ Recent Industrial Progress of Germany.’ 

'’ t To improve our methods of production, especially here in India, we need 
to recognize and pit into operation—three great factors ; (1) a reorganization of 
our educational system making ample provision for a life of up-to-date industry 
and commerce; (2) a recognition of the importance and place of science in 
industry ; (3) a larger measure of State initiative and control in all the needs and 
problems of national economics. “At the bottom of it all, Indias’ greatest pro- 


blem of industrial organization is the dire need of education and training of her 
millions for productive ends. Look at India’s educational seed (1916), 


India. Japann, 

Men Illiterate Women Illiterate Boys at School Girls at Schooi 
90 per cent. 99 per cent. 99 per cent. 98 per cent. 
Boys at School Girls at School 
23 per cent. 5 per cent, 


What does this condition call for? The establishing as soon as possible 
of Mr. Gokhale's free and compulsory primary education scheme—Pr of, A. J. 
Saunders in ‘ the Wealth of India,’ 
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43. Technically Trained Men.—The view is held 
by many that, ; 

“if it is admitted that in every other country 
technical education has followed the organization of 
industries, or grown up alongside with them, and may 
be said to be the necessary complement to industrial 
efficiency, it is obvious that in a country where few 
industries are established, the wholesale education of 
Indians could only result in an excess of young men 
trained up for posts which do not exist, and for whom 
no suitable occupation can be found.” 


Employers of trained labour likewise complain that 
the men produced by the technical institutes are not 
suited to the kind of work they are expected to do in 
factories. The men, it is said, want high salaries, even 
from the very start, and are averse to working with the 
hand. They are, therefore, condemned by the employers 
as useless people. For the higher kind of work they are 
not wanted and for the lower grades of labour for which 
there is a demand, they are not suited. This is the burden 
of the complaints which employers had to make to Lieut- 
Colonel Atkinson and Mr. Dawson who were deputed by 
Government to make an inquiry into the subject. 


Opposed to this view is the other according tq which 
employers of labour in India have a strong and by no 
means an unselfish prejudice against technically tained 
men and that they want to employ low-paid workers. 


“ Even in existing conditions the field for employ- 
ment is large if the exclusiveness of some of the em- 
ployers is overcome. The railways and navigation 
companies, for instance, provide an increasing number 
of berths to men trained in the technics. We have 
now about, 33,000 miles of railway in India and the 
mileage is expanding. This must have a large room 
for employment if only as foremen,. drivers, fitters, 
guards, carriage builders ‘and engine makers. There 
are very few Indians now employed. They have not 
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had their chance in this line. The navigation com- 
panies too do not now employ them except in the 


lowest rungs of the service. Ship-building is not under- 
taken in India and yet the time will come when an 


attempt will have to be made......The growing mills, 
the business houses, the banks, the engineering firms 
and a host of other special institutions that could be 
named could employ for years to come almost all the 
material turned out by the technical institutions, 
either now existing or which may be started in the 
course of the next few years.’’* 

44. Prospects.—On railways, and in mills and 
factories, there is undoubtedly a growing demand for 
trained men and in several of them the relatives of the — 
employers are trained. The inhabitants of certain pro- 
vinces and the members of particular castes are .declared 
to be peculiarly fit by nature for technical education. 
Members of the artisan classes are preferred by employers, 
one of whom stated that “ the men required in the textile” 
industry were men recruited from the lower classes and 
educated up to: about the middle standard—men who 
were accustomed to hard work by tradition and had not 
been spoilt by too high education.” Employers seem to- 
be willing to take up apprentices if young men of the 
right type are willing to learn under the conditions offer- 
ed, and suitable provision may also be made for technical 
education in special schools or institutions attached to 
factories. 

The spread of elementary education is the first 
need of the country, and that system must be linked 
up which general technical and special industrial 
education. With intelligent and trained labour several 
of the existing industries may be improved and rendered 
profitable while the efficiency of new ones may be 
materially increased. The beneficent effect of elemen- 
tary education upon the efficiency of labour has been 
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admitted on all hands.* For the higher grades of workers 
a little more education and actual experience in factories, 
combined with technical training, is needed. And as to 
the work of supervisors, managers and organizers, techno- 
logical institutes of a higher type like the Victoria Jubilee 
Technical Institute in Bombay and the one, proposed 
to be started in the United Provinces, are obviously 
necessary. Men so trained must also get scope for the 
use of their education and ample opportunities for rising 
to higher positions in industries. 


In agriculture too, special training will go a long 
way to improve the efficiency of the farmer, and provision 
is being made for this by the starting of vernacular agri- 
cultural schools for the sons of cultivators, notably in the 
Bombay Presidency. The common agriculturist does 
possess great skill, but his industry cannot be made more 
remunerative and productive unless he knows how to 
apply improved methods of farming. 


“ Skill, that is to say, practice and a certain amount 
of knowledge, is required by the man who drives a 
_ plough or a cart or who sows or reaps or irrigates or 
weeds ; and this skill is acquired in a very high degree 
by the cultivator’s children as they help their father 
and learn from him. But the art of agriculture has to, 
move with the times, just as handicrafts must move | 
new crops have to be grown and old crops given up: 
new methods, new tools, and new implements are re- 
quired in order to secure'the greatest possible produc- 
tion from the land; and the cultivator cannot teach 
his sons about these things, which he does not know 
himself. And so arises the need for some kind of - 
education which shall teach the cultivators’ children 
the new knowledge they require without interfering 
with the training they receive from their fathers.’’+ 
45.. Shortage of Labour.—We shall have more to 
say concerning the condition of labour, urban and rural, 


* See evidence recorded by the Indian Industries Commission on this point. 
+ An Introduction to Economics—W, H. Moreland. 
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in a later part of this book. Here we shall notice one or 
two points only with respect to the supply of Indian 
Labour. The general complaint about the shortage of 
labour on the part of employers, has been already noticed. 
Like the Black Death in England, the Plague has taken a 
heavy toll of the lives of the working population during 
the past twenty years. This epidemic, along with malaria 
and other diseases, has produced big breaches in the ranks 
of labourers. But the fact that workers are not readily 
available or available at the old rates of wages, ought not 
to be taken as an indication of any shortage of labour. 
And here we are confronted with the paradox that while 
thousands of coolies have emigrated to distant colonies as 
indentured or free labourers, employers of Indian mills and 
factories have been complaining of a shortage of labourers. 
But we know under what conditionsthe emigrants go thou- 
sands of miles beyond the seas, and, afterall, their number 
is a drop in the ocean when it is compared with the total 
labour supply in India. In the first place, the rising 
prices of food grains and other necessaries, must make 
labour dearer, and employers have no right to expect 
workmen to be satisfied with the old rates. Secondly, 
though it is not easy to induce the ignorant Indian 
labourer to move out of his village and seek employment 
at distant places, the prejudice against migration is seen 
to disappear. More than ten lakhs of Indian labourer 
are to be found working on the plantations of the various 
British Colonies and thousands migrate from one province 
of India to another. 
Leaving aside the kind of migration which has no, 
economic importance, we we “have to note that 
“ The large streams of migration from Behar and 
Orissa, the united Provinces, Rajputana and Madras 
are specially note-worthy. These provinces supply 
the requisite labour to the fertile plains of Bengal, 
and the still undeveloped Assam and Burma. Not 
only are the fields of Bengal capable of supporting & 
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larger population than is now to be found in them but 
the insanitary condition of the province aids further 
. immigration by decimating or disabling the existing 
labourers. Of the 14,00,000 emigrants in Bengal, only 
a fifth are the natives of the contiguous province of 
Behar and Orissa or Assam, showing thereby how 
attractive its factories and lands have been to the 
residents of even the distant United Provinces and 
Rajputana.’’* 

46. Potential Supply.—Though the attractions 
of such industrial centres as Bombay, Ahmédabad and 
Calcutta, draw labourers from far and near, there is a very 
large potential supply to be found among the classes 
known as ‘untouchables’. For conturies they have been 
relegated to a condition of serfdom, and on account of the 
religious and social prejudices against them-—the result of 
historical causes--they could not be counted upon to man 
the labour force which is required to carry on new indus- 
tries started all over the country. Standing on thé 
lowest rung of the ladder of Hindu society, the untouch- 
able classes have no religious scruples which hamper the 
migration of the higher castes to distant provinces and 
abroad. Large numbers of these, therefore, go as sl 
to Ceylon, Burma and Federated Malay States. Among 
these classes, therefore, we have an unlimited potential 
source of labour power and as their number is estimated 
at no less than six crores, Indian industries need not suffer 
from a shortage of workmen. Caste prejudices against 
the employment of these people well die out and ought 
soon to die out, and economic forces will combine with 
humanitarian and patriotic considerations to prevent so 
much human power from going to waste.t _ 


*M. S. Kamath: “ The Census of India.” 

+ The movement of political reform which has gathered gteat force since 
the outbreak of the war, has compelled public attention to the question of the. 
uplift of the depressed'classes. As their disabilities are steadily removed, they 
will make an increasing contribution to the labotir power of the country. Their 
sense of self-respect has been roused and there is to-day an upheaval among the 


depressed classes all over the country. 





OnIMiNaL TRIbss. at 
.  Thé members of the depressed classes who are shun- 
ned by high class people, are found to become respectable 
domestic servants and operatives. Today, they are in 
an extremely wretched condition, their habits are filthy 
and their surroundings are forbidding. Several of them, 
however, have been the traditional servants of the village 
community and are characterised by honesty, sturdiness 
and ical ce. Some of them have lands given 
to them in lieu of village service and are thus cultivators. 
Others earn a living by making ropes, baskets and so 
forth. Tanning and curing hides gives employment to 
‘some, while others work as scavengers. The work of up- 
lifting them, which is being carried on by philanthropic 
people and social reformers, has an economic significance. 
Both justice and economic needs require that the depress- 
ed classes should be raised from the slough of degradation 
into which they have been allowed to fall. The old system 
of specialization under which the caste of a person deter- 
tnined his profession, is slowly giving way before the 
advent of the new regime, and the old barriers of caste 
and prejudice being removed, all people must get oppor- 
tunities to better their social and economic position by 
doing work for which they are fitted. 


47, Criminal Tribes.—Members of the depressed 
classes have all along been servants of the village com- 
munity, performing the duties entrusted to them. Several 
of them have vatan lands given to them and they are paid 
by the community for the services they render. Some 
of these classes also earn their living by curing hides and 
making baskets and ropes and in other ways as we have 
pointed out above. Owing to the administrative and eco- 
nomic changes which are taking place in the village or- 
ganization and public life, these classes are fast losing their 
traditional employment. If they are, therefore, given 
education, they can be made to take a share in the 
new industrial organization by working in mills, 
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factories, and workshops. Besides these depressed 
classes, again, there are the criminal tribes scattered all 
over India. They lead a vagrant life and are a menace to 
the peaceful population of our villages. The work of re- 
claiming these people has been recently undertaken by 
Government, and missionary effort is also in the field, 
These men can be weaned from their immoral and criminal 
habits and be made to live useful lives. They can be 
taught certain trades and thus may become useful members 
of society instead of parasites and habitual criminals. 


Only one illustration of how the criminal tribes may | 
be reclaimed and be trained to contribute to the produc- 
tion of wealth by taking up decent trades will here suffice. 
An interesting experiment to control and reform the cri- 
minal tribes of the Bijapur district has been recently made 
under the auspices of Government by Mr. O. H. B. Starte, 
I.c. 8. With the co-operation of the officials and the 
gentry of the district, and particularly of certain employ- 
ets of labour, he has been able to turn Chhaparbands, 
Haran-shikaris and Ghatichors into mill-hands, masons 
and agriculturists. 


“In addition to the Chhaparbands many membors 
of the criminal tribes of the Sholapur district were 
recently placed in the mills, so that at the present 
time there are about 776 members of the criminal 
tribes working in one or other of the Sholapur mills. 
In 1912 some Ghatichors were placed in the Southern 
Mahratta Spinning and Weaving Mill, Gadag. There 
are now 121 Ghantichors employed in the mill. An- 
other settlement has been started at Gokak Falls 
chiefly for the criminal tribes of Belgaum district, 
There are at present 386 Korchas, and Guzerathi 
Bhats working in the mills. The fact that nearly all of 
the mills employing these criminal tribes are willing 
to accepf more of the same class of labour, is a satis- 
factory testimony to the results of the attempt, In 
view of the difficulty in finding sufficient hands which 
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is experienced by most mills throughout India, the 
experiment would seem to be important as by ita new 
source for recruiting labour is opened out.’* 


48. Wastage of Labour Power.—There is a 
large amount of labour power, actual. and potential, which 
may be thus utilized to the immense advantage of the 
country. Some of the classes who at present contribute 
little to wealth-production, have been referred to above: 
There are several besides them who live on the profession 
of begging. With them it is a hereditary profession, and — 
they think they can not do and ought not to do any thing 
else. Indians are an extremely charitable and hospitable 
people, and very often it is not a discriminating charity 
they practise. This piety is exploited by many a mendi- 
cant who does not regard begging dis-respectable. The 
mendicancy takes various forms, more or less associated 
with the religious ideas of the people. Most of the mendi- 
cants do not know the dignity of labour and pretend to 
feel offended if they are asked to earn their bread by the 
sweat of their brows. 


The so-called Sadhus who go about from one shrine 
to another and live upon the industrious, are a great prob- 
lem. The idle lives led by monks and priests, havey pro- 
voked a reaction in the public mind in all countries, and 
the abuses of poor relief in England are well known. The 
drones who live on the piety and charity of villages and 
towns, will steadily find their position getting more ine 
tolerable in the struggle for existence which is becoming 
keener every-day, but to-day, they represent so much 
wastage of labour power. How to improve the Sadhus 
and make them useful members of society is a question 
which is being tackled by Hindu Sabhas and Conferences. 
It is a very large and difficult problem and must be faced 
by the community. 





*O. H. B. Starte, [. C.S.: An Experiment in the Reformation of Criminal! 
Tribes. ‘ 
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Caste restrictions which prevent persons from taking 
to a trade to which they are not born, also involve waste 
and loss of effiviency. Supply of labour does not readily 
respond to demand, and the productive power of the 
country suffers. Certain trades which, in other countries, 
are, indifferently pursued by all persons, are in India, 
confined to particular castes, and are looked upon as 
degrading by others. Mahomedans and other non-Hindus 
are not hampered by such restrictions, and they are seen 
easily adapting themselves to the situation. But as we 
have observed before, caste distinctions are gradually 
becoming less rigid in the economic sphere, though social- 
ly they are still very effective. 


49. Summary.“The scarcity of labour which em- 
ployers complain of, is only apparent, and the potential 
supply is almost unlimited. The growing use of labour- 
saving machinery will, by itself, give considerable relief. 
If‘employers provide healthy, congenial and attractive 
conditions of work, they will get all the labour they 
require. Population, it seems, is pressing on the soil and 
though the ordinary man is wedded to his village and to 
his piece of land, he may be induced to migrate to a 
distant centre of industry. There are numerous instances 
of migrations from one district to another and from the 
country side to towns. 


It is indeed a serious matter to consider whether the 
creation of a poletariat is desirable. But in the face of 
the present situation, the development seems to be in- 
evitable. The weaver working at his loom, the potte: 
manipulating clay on his wheel, the oil-maker, busied 
with his primitive press, will be ousted from their tradi- 
tional trades and will join the ranks of factory hands. 
Some of the indigenous industries may be saved and be 
continued in an improved condition, and the use of power 
and efficient tools, will help workers to maintain their 
gutdhomous condition, 


| 
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In every trade, however, education and training are 
badly required. Workers in the old indigenous industries 
were and are highly efficient. But the changing tastes 
and wants of the people are creating a demand for com- 
modities they cannot produce. An adjustment must, 
therefore, take place b between the two. Elementary 
education must beco:ne universal and must be linked up to 
technical and industrial education. The value of this 
education is apprec'ated by employers as it results in 
increased efficiency but little provision has yet been 
made in that behalf. A scheme of general education, 
which will develop in children the power of observation 
and assimilation, to be followed by specialised edu- 
cation and actual training ina factory, will have to be 
devised for the sons of artisans and must be adapted to 
the needs of agriculture. 


Unskilled labour is much in demand at present and 
commands high wages on railways, docks, canals and else- 
where. There is an equally large demand for Skilled 
labour, and the trained workman has opportunities to rise 
to higher grades. The requirements of mills and factories 
will provide a larger scope for men who have received 
higher technical and scientific education. There is an 
overcrowding of the professions, and educated young men 
must be drawn to the fields of industry and commerce, 
Some of them have received training in foreign countries, 
and they must occupy the higher posts in the factories. 
The prejudice which exists against them, perhaps justified 
in a few cases, will disappear and technically trained men 
must occupy their proper places in industries. Indian 
employers are expected to give qualified young men 
opportunities to earn their salaries by the greater efficiency 
which they will bring about. And the latter will justify 
their employment in posts for which imported and highly | 
paid labour isengaged. The young mentoo must not 
hesitate to take their coats off and be ready to work their 
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way up and must falsify the complaint of the employers 
that technically trained Indians have usually a bone devel- 
loped in their backs which does not allow them to bend 
for actual hard work. Educated young men are seen 
to-day drifting and being ship-wrecked on unremunera- 
tive and unsuitable careers. A growing number among 
them ought to prepare for and be absorbed by industria) 
and commercial careers. They will thereby help to create 
more wealth in the country and to earn a decent share of 
it for themselves. 


Chapter Y. 


THE Part OF CAPITAL. 
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50. What is Capital ?—Besides the intellectual 
and manual labour of man and the forces of nature, there 
is a third factor which is essential to the production of 
wealth, and, that is capital. Man working with his hands 
on material provided by nature, may produce commodities, 
but even the most primitive forms of production pre- 
suppose the use of instruments, weapons, and toolse 
Though capital itself is produced by human labour, it is 
a distinct factor of production and occupies a very im- 
portant place in modern organization of industry. Mere 
labour and powers of nature are not enough; there must 
be some pre-existing wealth available to enable the work- 
er to maintain himself while new forms of wealth are 
being produced, and to assist in the processes of produc- 
tion. ; 


The creation of wealth is the creation of utilities, 
and it involves activity intended to secure a surplus by 
augmenting utilities and diminishing costs. The cultiva- 
tor, the weaver, the potter, the blacksmith, the carpenter, 
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the shoemaker, have all of them to use capital without 
which their trade would be impossible, and the higher 
the organization of industry, the larger is the quantity of 
capital required. 


“ The productivity of capital consists in the aid 
which it renders in securing the same results with less 
effort. It is an adjunct to human labour and to that 
extent lessens labour by interposing something be- 
tween labour and its result.’’* 


The handlooms of the weaver, the wheel of the potter 
and the plough of the cultivator, constitute their capital, 
besides the raw-material which they use in their respect- 
ive industries. 


Capital, we are told, is-the result of saving. The 
farmer sets aside a part of the grain he produces, for 
seeds, for buying manure and for paying wages to labour- 
ers, and these constitute his capital. If he is poor or 
extravagant, he may have to borrow these from the vil- 
lage money-lender and have to repay the amount and, in 
addition, pay interest upon it. But the grain which the 
money-lender has lent for sowing or for maintaining the 
cultivator while at work in his field, has been saved by 
the former out of his earnings. He might have consumed 
every thing that he earned and would thus have laid by 
nothing. In that case the money-lender would have had 
no capital to lend. 


The weaver has a handloom in his house. But the 
yarn he requires is supplied to him by the money-lender, 
and for his daily fooj also he depends upon loans. Thus 
he carries on his trade on borrowed capital. But it. is 
possible for a weaver ora blacksmith to produce more 
than he consumes himself and spends upon the purchase 
of raw-material and tools, and this surplus may be utilised 
in buying better tools and raw materials. This employ- 
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ment of capital increases efficiency and leaves a larger 
margin of profit to the craftsman. ‘he supply of a suffi- 
cient quantity of capital is, therefore, a necessary condi- 
tion of the productivity of industry. And the economic 
condition of a community is satisfactory or . otherwise 
according as the supply of capital is abundant or scanty 
and cheap or dear. 

51. The Rayat’s Means.—A big landlord or farmer 
in India has considerable capital which consists of farm- 
houses and wells, ploughsand cattle and of seed and man- 
ure. He can use his capital in getting as large a produce 
as possible out of the soil by procuring a steady and suffi- 
cient supply of water, by improving the land and by con. 
structing embankments to retain moisture and silt. But 
the capital which is available to the ordinary cultivator is 
‘scanty and of the simplest kind. He has a plough and 
other rude implements, a pair of bullocks and a cart which 
he may, in the off season, ply for hire. The common 
cultivator, fur from being a man of means, is indebted 
to the village sowkar and the indebtedness of the Indian 
rayat has become proverbial, , and in certain parts of the 
country, almost notorious. He has to borrow at exhor- 
bitant rates of interest and is crushed under the weight 
of his debt. His land and property are generally mort- 
gaged and often pass into the hands of the sowkar. 

The question of the indebtedness of the rayat has 
engaged the attention of Government for the past sixty 
years, and measures have been taken from time to time 
to supply the rayat with the capital he wants for land 
improvements, tiil the co-operative credit movement has 
at last been regarded as peculiarly efficacious in this con- 
nection.” ‘he Deccan Riots Commission observed with 
reference to the indebtedness of the Pee classes 
as follows:— 

“The estate of an ordinary kunbi rayat, exclusive 
of his land and its product, has been estimated by 
a This subject will be treated at greater length in a later Chapter, 
12 
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competent authority to be of little more than Rs. 200 
in selling value; it will be somewhat as follows: 


Rs. 

Live stock tus ae eit es 125 

Implements and utensils __... si 20 

House sa a sae ee 50 

Miscellaneous ... a au — 33 
Total ... 215 


We are not here concerned with the causes of the 
rayat’s indebtedness. The fact -of it is patent, and it is 
bound to affect prejudicially the productivity of his 
labour. The indebtedness is often a legacy left by the 
forefathers of the cultivator and he is heavily handicapped. 
There is practically little surplus left after the expenses 
of the maintenance of his family are deducted from the 
gross produce, and it is with the greatest difficulty that 
he can meet the Government assessment. 


“It has been estimated that the yearly cost of 
food necessaries to each member of a kunbi’s family 
is about Rs 25. Admitting that the food consumed 
by his family does not cost the ryot the market value, 
itis nevertheless plain from the figures of estimated 
yield of land, that ia ayear of average rainfall his 
receipts from six acres—two of each kind of soil—will 
leave avery narrow margin for Government assess- 
ment and expenses, amongst which the interest on 
the sowkar’s loans in hard years must count asa 
current and unavoidable charge.’”* 


¥ The Famine Commission of 1880 found from evidence 
collected from all parts of India that about one-third of 
the land-owning class were deeply and inextricably in 
debt, though not beyond the power of recovering them- 
selves. An analysis of the embarrassment of twelve 
villages revealed to the Deccan Riots Commission the fact 








* Report of the Deccan Ryot Commission, 1875. 
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that about one-third of the occupants of Government 
land were embarrassed with debt, that their debt averaged 
about eighteen times their assessments and that nearly 
two-thirds of the debt was secured by mortgage of land.* 


52. Agricultural Capital.—Capital is thus the 
most urgent nzed of the cultivators who form the bulk 
of the population and whose industry is the premier 
industry of the country. The agriculturist is certainly 
able to secure loans from the village money lender, but 
at exorbitant rates of interest; and therefore the capital 
thus borrowed cannot prove very productive. What is 
true of the common cultivator is likewise true of the 
artisan class generally. Money lenders are shrewd busi- 
ness men, and they secure themselves against the risk of 
the loss of their money by exacting high rates of interest, 
by a mortgage of property, by the imposition of high 
prices and in other ways. Speaking of the conditions in 
a typical dry Deccan village Dr. Mann. observes :-— 


“Very little advance in implements and methods 
seems to have been made though some new crops have 
been introduced in recent years. As to the.implements 
of cultivation, a complete set such as is used by the 
people would cost about Rs. 40 and they are all made 
locally from beginning to end. The wood is grown in 
the village, the carpenter is a servant of the village, 
and except for the very small quantity of iron required 
for the tip of the plough share and the blade of various 
other cutting implements, the village would be quite 
independent. All repairs to these implements, are 
paid for in dJaluta, or a fixed charge on each crop 
produced,—but the carpenters are paid in cash for 
new implements made. The use of the modern iron 
plough is only just beginning, and the hire of these 
from Poona shows signs of being taken up.” 





* Very interesting results in this connection have been arrived at by Dr. H. 
H. Mann in the inquiry he has made into the economics of a Deccan village. See 
his ‘ Life and Labour in a Deccan Village.’ 
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Agricultural capital takes the form of water supply, 
| seed, manures and implements. As to the first of these, 
rainfall is precarious and insufficient over large tracts of 
the country, and the agricultural industry is often at the 
mercy of nature. Lands irrigated by canals and wells 
are in a fortunate position, and in them the condition of 
agriculture is comparatively satisfactory. Of about 225. 
; million acres of cropped area in British India, not more 
aca million acres are irrigated.* 


“The total area irrigated in 1913-14 was 49,836,000 
acres, as against 45,539,000 in the preceding year. Of 
this 18,271,000 acres was irrigated from Government 
canals, 2,175,000 acres from private canals, 6,384,000 
from tenks, 13,867,000 from wells, and 6,219,000 acres 
from other sources of irrigation. In India irrigation 

Jon an extensive scale is ordinarily resorted to in 
tracts where the rainfall is most precarious. In Lower 
Burma, Ab’sam, Eastern Bengal and on the Malabar 
Coast (including the Konkan) where the rainfa)l 
‘is ordinarily heavy, the crops hardly need the help 
of irrigation unless there is unusual scarcity of rain. 

“Of the total area irrigated in 1913-14, 24 per cent. 
was in the Punjab, 21 per cent. in the Madras Pre- 
sidency, 25 per cent. in the United Provinces, 9 per 
cent. in Behar and Orissa, 7 per cent in Sind and 
the remaining 14 percent. in the other Provinces.’’t 
The following figures will be found interesting in 
this connection t:— 


* The area under crop in India irrigated by Gove:nment works is 25 mil- 
lion acres and this is in addition to the area irrigated by private irrigation works 
chiefly tanks and wells, which is also roughly estimated act 25 million acres. So 
the total irrigated area is brought upto 50 million acres or 26°6 per cent. of the 
net cropped area. The proportions vary in different provinces. In the Pun- 
jab 42 per cent. of the net croppec area is irrigated by Government works, in 
Madras 18'8, in the N. W. F. Province 13°4 and in Bihar and Orissa 10°6. The 
total capital outlay on i rigation works in India is Rs. 69 crores which produced 
lost year revenue of Rs 636 lakhs or7.05 per cent, The value of crops raised 
through the assistance of these works is estimated at 82 crores. 


+ Agricultural Statistics of India, 1913-14, 
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Proportion of Irrigated 
to Total Cropped Area. 


Sind ... ss sees ee BOs per cont. 
Punjab he 40 ‘a 
North-West Frontier Province ses by ms 
United Provinces ... as wee OD 145 53 
Ajmer-Mewara 29 
Madras 29 
Bihar and Orissa re .. 16 
Bengal aa sii Set sx. 9 a - 
Burma di 8 
‘Assam 6 
Bombay 4 
Central Provinces and Berar. 4 
Coorg .. 3 
Manipur bss 3 

The draught cattle seussane by the farmer form an 
important part of his capital. The number M&d quality 
of live stock determine the condition of the agricultural 
industry in all countries and especially in India where im- 
proved machinery is yet hardly used. Scarcity and famine 
have made a havock in the number of agricultural cattle 
and the social effects of this dimunition are serious. 
Stock raising is practised here and there, but it can be 
done and must be encouraged by big landlords. The 
following are statistics in connection with live stock in 
British India. 


Census of Livestock in British India. 


The number of cattle in British India (excluding 

. Native States) is approximately 148,900,000. Of this, 

bulls and bullocks account for 49,000,000; cows for 

37,800,000 ; buffaloes for 19,200,000 ; -and young stock 

for 42,900,00Q, The provinces which possess the largest 

number of cattle are :— 

The United Provinces 31,700,000 (21 p. c. of total). 
Bengal ... 25,800,000 (17 ). 
Madras ... 21,800,000 (15 ss )e 
Bihar and Orissa __... 20,100,000 (13 ‘i ). 
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_ The number of sheep is given at 23,000,000, of 
which Madras possesses 10,800,000 and the Punjab 
4,700,000. The number of goats is 33,600,000; horses 
and ponies 1,700,000; mules and donkeys 1,600,000. 
The statistics relating to sheep, goats, horses and 
ponies, and mules and donkeys, exclude Bengal. A 
general census for British Provinces and certain 
Native States will be taken during the year 1919-20. 


53. Improved Implements.—Well-irrigation 
means a considerable outlay of capital to which only a 
few cultivators are equal; and unless there is an assured 
supply of water, rich manures cannot be employed. The 
question of inducing the Indian agriculturist to make use 
of improved implements and machinery is surrounded 
with difficulty. The iron plough is coming more largely 
into use, but the same remark cannot be made about 
agricultural machinery in general. 


‘““ Much success has, undoubtedly, been obtained 
in the introduction of grain winnowers, cane-crushing 
machinery &c. Butin recommending the introduc- 
tion of reaping machines or heavy English ploughs 
caution is necessary. Reaping machines may be use- 
ful on largs estates where labour is scarce, but the 
whole rural economy of a tract where population is 
dense, may be upset by their use. A large amount of 
cheap labour which ordinarily does the reaping is 
thrown out of employment: the gleaners lose their 
recognized perquisites. In the case of heavy ploughs, 
the advisability of deep ploughing has first to be 
proved. In both cases the capacity of the available 
cattle and the difficulty of replacing broken spare 
parts and of carrying out repairs are serious obstacles 
to the introduction of foreign machinery. As in the 
case of plants, the improvement of the local material 
which the cuitivator can himself make and repair and 
which his cattle can draw, seems the more hopeful 
line of improvement.’’* 


ET 


* s Agriculture in India” by Mr. James Mackenna. 
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It is well-known that agriculture does not provide 
much scope for the use of machinery. Yet machinery is 
coming into larger use on the bigger farms and in in- 
dustiies connected with agriculture. Ginning and press- 
ing cotton, the crushing of sugarcane, pressing of oil 
from seeds, manipulating operations in connection with 
ground nuts, as well as the lifting of water from wells 
and rivers—these call for the use of machinery and motive 
power. This development has given rise to a new industry 
and iron water lifts and crushers are being turned out in 
small factories in various parts of the country. The 
increasing demand for cotton, sugar, oi] seeds and the 
high prices which these command in external markets, 
have encouraged the use of machinery in the industries 
connected with these raw materials. The following 
account of tendencies in Madras will prove interesting :— 


** During the past ten years the industrial tenden- 
cies in the Madras Presidency have mainly exhibited 
themselves in the supercession of hand labour by | 
machinery driven by power derived from steam or. 
internal combustion engines. The main factor has 
been the development of the use of the internal com- 
bustion engine, which enables small quantities of 
power to be generated both cheaply, and by methods 
which require no great amount of technical skill to 
supervise. In the deltaic districts, of Godavari, Kistna 
and the Cauvery, which are almost wholly given up 
to the cultivation of paddy, the primitive methods of 
husking by hand have to a large extent been superced- 
ed by modern machinery. As the result of measures 
deliberately taken by Government, there has been a 
similar application of motive power on a small scale 
to the raising ef water for irrigation; and finally as 
the result, partly of direct Government assistance, and 
partly of prozressive private effort, a number of what 
may be termed rural factories have come into exist- 
ence, which use machine processes usually on the 
smallest scale that it is -practicable to employ them. 
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Such factories employ machinery for ginning cotton, 
crushing sugar-cane, extracting palmyra fibre, press- 
ing oil seeds, and cutting timber. In the towns power 
is being similarly employed in an even more varied 
manner.'* 

In tqwns and cities, machanical power is being 
employed for pressing oil, making flour and for similar 
other purposes. Flour mills are becoming very popular 
with the mass of people in towns, and gins have almost 
entirely superceded the domestic industry in which women 
were engaged. How the small industries may be improved 
if capital is made available to the artisans on easy terms 
is demonstrated by the way in which the sewing machine 
has come into extensive use in the tailoring trade during 
the last generation. 

54. Indigenous Capital--It is impossible to form 
@ correct estimate of the amount of the capital empl >yed in 
the different industries in India and to say what increase 
there has been in its quantity within recent years. There 
is no doubt about the fact that more capital is being 
invested in new industries which are rising on all sides, 
and the people are cominy more and more to appreciate 
the advantage of lending their savings to industrial and 
commercial concerns. The very failure of numerous 
banking, manufacturing and commercial concerns during 
the past few years, is eloquent enough in this respect as 
it shows the weakness and strength of modern Indian 
industrialism. , 

If the small improvements which are being effect- 
ed here and there are omitted, we may say that there 
ia mo appreciable increase in the amount of capital 
invested by the people in the agricultural industry and in 
the small handicrafts. It is only in the manufacturing 
industries that a remarkable development has taken place 
in this respect. Excepting the cotton industry of Bombay, 
however, and other industries of extremely moderate 


* Qengue Report, 1911: pege 427, 
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dimensions elsewhere, they owe their rise and prosperity 
mainly to European initiative and capital. 


‘Almost the whole capital of the cotton mills, amount- 
ing tono less than twenty five crores of rupees, has 
been raised in India. The tea plantations which have a 
little larger amount of sapital invested in them, are most 
of them joint stock concerns registered in the United 
Kingdom. The jute industry with a capital of more than 
twelve crores, is also financed by European capital. In- 
dustries connected with wool, silk sugar, paper, tiles &c, 
have also absorbed considerable capital, some of which 
is Indian and there is much scope for expansion in this 
field. The value of mineral production in India is steadily 
increasing, and the bulk of the capital invested in the 
coal and gold mines has been imported. The fact is that 
the large quantities of capital which are required for 
manufacturing and mining industries are not available in 
India, and they are not forthcoming because the enter- 
prise, the expert knowledge and the organizing capacity 
as well as the facilities which are necessary for the 
establishment of such concerns, are practically absent 
in india. 

‘ A remarkable exception has been recently provided 
by the Tata Iron and Steel Company which was floated 
in 1907, with exclusively Indian capital of more: than two 
crores of rupees. This - undertaking is being further 
expanded and there will be no difficulty in getting the 
necessary capital. The fact is that there is considerable 
latent capital in the country which may enable enter- 
prising people to start new industries provided they can 
inspire confidente; The history of manufacturing, com- 
mercial and banking concerns which have been floated in 
recent years, proves that the sources of Indian capital 
have not been properly tapped and that they are calcula- 
ted to yielda rich harvest. Sound concerns under the 
management of experienced and well-known industrialists, 
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rarely fail to attract the requisite capital, most of which, 
however, comes from the commercial and the professional 
classes. 


55. The Hoarding Habit:;—Much has been made 
of the hoarded wealth of India, and exaggerated views 
are held about its size. It has been estimated at any- 
thing between 500 and 800 crores of rupees. By hoard- 
ing is, of course, meant the habit of allowing wealth to 
lie idle and of making an unremunerative use of what 
might have been employed in the further production of 
wealth. Some wealth of this description in India may 
certainly be converted into capital, and the spread of 
education, the growth of the saving habit and the provi- 
sion of banking facilities may be calculated to bring about 
this change. On the whole, the people of this country 
are thrifty, and certain classes habitually practise thrift 
and do lending business. 


Even taking the highest estimate of the so-called 
hoarded wealth of India, we find that its amount does not 
exceed Rs. 25 per head of the population, that is, about 
one year’s average per capita income.* A large part of 
the total obviously consists of the Jewellery of the princes 
and landlords, and the share for which the bulk of the 
population is responsible, must be extremely small. 
Apart from the fact that every pie of the hoarded wealth 
is urgently required for use as capital in the country, the 
total amount is as nothing compared with the hoards of 
other countries. Fondness for pomp and show is in- 
herent in human nature, and Indians are not different in 
this respect from other people. 





{*In an arcicle contributed to the Indiaman, Mr. A. C. Chatterjee shows 
that the ‘ countless hoards’ of India are a myth and says that ‘according to care- 
ful estimates made by competent observers, such savings do not exceed ten rupees 
on the average of the whole population. He is inclined to think that ‘five 
rupees per head is perhaps a more correct figure and this would amount in the 
S@ggregate to a hundred million sterling in the whole of India.’ 
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The habit of hoarding is fostered by insecurity and 
the absence ofa strong government and by a love of 
ostentation and display. The hoard of an average family 
in India consists of the trinkets on the persons of women 
and children and rarely of men. Education will cure the 
Indian population of this love of ornaments but even in 
progressive countries fashion dictates the locking up 
of a large amount of wealth in jewellery. In India 
jewellery has been the average person’s bank which yields 
no interest and does not always ensure security. But it 
is the easiest and the most convenient method of saving 
and “keeping wealth, in the absence of a knowledge of 
the advantages of banking. The trinkets are given as a 
pledge to the money-lender and on their security loans 
are raised. 


Even people of the middle class have often to resort 
to this method of raising capital. As soon as the purpose 
for which the jewellery was pawned is fulfilled, the 
profits are once more converted into ornaments. With 
the establishment of peace and orderly Government 
under British rule, has come security of life and property, 
and ornaments need no longer be the deposit bank of 
any class of people. But it is ignorance and a lack of 
banking facilities that still stand in the way. Our 
princes, chiefs, noblemen, jamindars and other wealthy 
people have not yet become familiar with modern methods 
-of commerce, industry and banking. They are slowly 
coming to understand the benefit that may be derived 
from the investment of their surplus income in industrial 
enterprises and that is a very hopeful sign. 


56. Conditions of Saving.-There are other 
conditions besides security of property which make 
accumulation of ‘capital possible. The income of in- 
dividuals and communities must be sufficient to enable 
them to lay by wealth for future use. Foresight and 
thrift are also equally necessary. There are people who: 
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take no thought of the morrow and do not realise the 
importance of providing against a rainy day. The ambi- 
tion to live a life of independence and ease and to make 
provision for the proper bringing up of children, is like~ 
wise an important factor. In backward communities and 
classes these motives are absent or feeble. Instances are 
not wanting in India of persons who will stint themselves 
to provide for the education of their children or to leave 
to them a decent source of income. The indebtedness of 
the common rayat shows that this motive is not strong in 
him, but it is more the result of his poverty than of 
extravagance. 

Under the modern industrial organization, wealth is 
coming to be concentrated in a few hands, and the 
margin for saving is so large in their case that they do 
not know what to do with the surplus. Profits of com- 
merce and industry which have been very high owing to 
war in large cities like Calcutta and Bombay, return in 
part for investment as capital. here is no true abstinence 
in their case because there is no sacrifice involved. People 
will not also save unless they have the means of securely 
depositing their savings or can use them remuneratively. 
There must, therefore, be sufficient scope for investment 
as well as satisfactory provision for the safe keeping of 
the savings, large and small. These opportunities are 
now opening out before all classes in India, and co-opera- 
tive societies, joint stock companies and commercial under- 
takings which are rising up in all directions, are an 
unmistakable proof of this development. 

That the motive to save has not been very strong in 
India and that the tendency to spend on ceremonies and 
festivals is marked among the people, may be readily 
admitted. But we must point out that the views usually 
held in this connection are exaggerated. Prof. Marshall 
thus says :— 

“They make intermittent provision for the near 
future, but scarcely any permanent provision for the 
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distant future; the great engineering works by which 
their productive resources have been so much increas: 
ed, have been made chiefly with the capital of the 
much less self-denying race of Englishmen.’’* 

/ Prof. Marshall does not know that roads, wells, tanks, 
canals, waterways and other works were constructed with 
the savings of the Indian people long before British 
capital could come to this country, and these old works 
are 2 monument to the patience, foresight and self-denial 
of the misunderstood Indian races.t And it may be 
asked, when did the race of Englishmen begin to ac- 
cumulate capital in large quantities and to lend it to 
other nations ? It is so unscientific and grossly unfair to 
judge a poor.and backward people by the standard of a 
wealthy and advanced nation and to apply the same test 
to peoples differently situated, politically and’ economi- 
cally. 

,-'5%. Capital as a Power.—The conflict between 
Gpital and labour, which has become extremely keen in 
western countries and the socialistic movement which has 
spread widely in the world, show what a great power 
capita] has become in modern times. Capital is only one 
of the factors of wealth production, but it so dominates 
the economic organization of the present day that the 
modern industrial regime has been characterized as 
capitalistic. Though the theories of socialists like Karl 
Marx, according to which labour is the sole cause of value 
and is therefore entitled to the whole reward of productions 
are exaggerations, they only indicate how strong is the 
feeling of resentment that has been aroused in the 
minds of workers against the wealth and power of those 
who command capital and, therefore, labour. It is the 
concentration of capital in a few hands and the wage 
system under ‘which the workers feel that they are robbed 
of their due reward by the employer, that have led to the 





* Economics of Industry, page 131. 
7 See above page, 3¢. 
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revolt of labour, and it is to fight organization of capital 
that workmen’s associations have been formed. 


In India industrial organization is yet mostly of the 
simple kind. The Jamindar or the big landlord is a 
capitalist and wields enormous power. The money lender 
is also a capitalist whose capital is, however, lucrative 
capital. He is very often looked uponasa great tyrant 
because he exacts enormously high rates of interest for 
the capital he lends. The borrower seeks a loan for 
purchasing necessaries of life or the raw materials and 
implements of his industry and by mortgaging his land and 
pledging his trinkets often becomes the slave of the money- 
lender. As he can command labour, the capitalist, whether 
urban or rural, must wield considerable power, and work- 
men, ignorant and unorganized, are at his mercy. Like the 
Jewish usurers of Europe, the Indian money-lenders have 
acquired a bad name, but it will be unjust to tar the whole 
class withthe same brush. If some money-lenders are 
extortionate and harsh, others are kind and considerate. 
And the village money-lender is the friend of the rayat 
and the craftsman. The Famine Commission of 1880 
observed:— 


‘‘However just may be the terms of abhorrence 
applied to the “Marwari” or foreign usurer, it must 
be remembered that he is the product of a diseased 
condition of the community. The like condemnation 

-must not be extended to the village banker of the 
better class, with whose useful services the rural 
communities of India have at no time been able to 
dispense.” ¢ 


_ The relations of capitalist and workmen are mostly 
regulated by custom, and it is only latterly that labourers 
have become conscious of their rights. They are slowly 
becoming independent as varied avenues of work are 





* Report of Famine Commission, 1880, 
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being opened to them. The development, is therefore, 
from status to contract, and is the result of changing 
economic conditions. 


58. Foreignand Indigenous Capital.—We have 
already pointed out that most of the large industries in 
India, particularly the manufacturing, mining and plant- 
ing industries, are financed by foreign capital. For the 
construction of such public works as railways and canals, 
the State has adopted the policy of attracting British 
capital. The country has surely benefited by this policy 
in as much as those productive works could not have been 
otherwise carried out. London is the largest source of 
capital for British colonies and foreign countries and 
England had on an average, before the war, about Rs. 300 
crores to lend every year. 


Capital has become cosmopolitan and also cheap in 
western countries. The railways in the colonies and 
countries like China and Turkey have been constructed 
with the help of English and French capital. Dissatis- 
faction is often expressed in England that so much capital 
goes out of the country every year to fertilise foreign 
countries and that indigenous industries have to starve. 
It is obvious that for several years after the close of the 
War, capital will be scarce and dear and India will be 
thrown upon her owa resources. In one way this will 
not be an undesirable effect as saving will thereby be 
stimulated and larger amounts of indigenous capital will 
be available for our trade and industries. 


The benefitf which the importation of foreign capital 
has conferred upon the Indian people, is duly recognized, 
and any opposition to the employment of foreign capital. 
as such will be unreasonable. Capital, like labour, must 
be paid its price, and if a country does not possess capital 
of its own, it must import it. The objection, however, is 
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raised, as has been well said, not against foreign capital 
but against the foreign capitalist.* 


“The great mistake to be guarded against is that, 
because certain capital used in India is foreign, it 
must, therefore, do harm to the country. - It has, of 
course, to be considered that we ought not to pay too 
high a price for it.”’t 


Mr. Dutt characterises the employment by the State 
of foreign capital for its railways as an instance of 
‘the right use of foreign capital,’ and equally right will 
be its use if only interest had to be paid on it and it 
were emloyed by Indians who would derive all the 
profit out of its employment. He therefore goes on to 
observe :— 


“But when we turn to the petroleum industry in 
Burma, the gold mines of Mysore, the coal mines of 
Bengal, the tea and jute industries, the carrying trade 
by sea and the financing of our vast foreign trade by 
foreign banks, we come upon another and a less favo- 
rable aspect of the question of the investment of for- 
eign capital. It is impossible to estimate accurately 
the amount of wealth that goes out of the country in 
this manner, though an approximate idea can be had 
of it from the excess of our exports over our imports 
after omitting Government transactions.” 


Mr. Dutt quotes Mr. (now Sir Thomas) Holland’ in 
support of this view. Speaking of our successful exploi- 
tation of the petroleum fields of Burma the latter observed 


* Besides the disadvantage of the employment of foreign capital, that its 
profits go out of the country, there is another, viz. that foreign capitalists show a 
strong tendency to oppose measures of political and other reforms which, in their 
opinion, are calculated to threaten the security of their investments but which, in 
reality, are necessary for the economic development of the country. The cry of 

‘capital in danger ' is os frequently heard as the cry ‘religion in danger’ when | 
questions of reform are mooted. 


+R. C. Dutt: Calcutta Industrial Conference, 1906. 
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in a paper read before the Industrial Conference in 
1905 :—— 

“The one regrettable feature is the fact that the 
capital required to drill the deep wells has been raised 
in Europe, and the profits consequently have left the 
country: In the petroleum industry as’ ffi so many 
other enterprises of the kind, India will continue to 

Shay such an unnecessary and undesirable tax as long 
as those in the country who possess money will not 
risk their reserve fund in industrial purposes.” 


59. Capital and Banks.—-The subject of bank- 
ing and credit will be separately dealt with in a sub- 
sequent Chapter. We have to refer here to the facili- 
ties that at present exist and that must be provided in 
order to make industries more productive and to assist the 
starting of new industries. During recent years, banking 
has made considerable progress in India in spite of the 
failure of several indigenous banks in 1913. The big 
concerns of the western type viz. the Presidency Banks, 
Exchange Banks and Indian Joint Stock Banks are almost 
exclusively concerned with the financing of trade. All of 
them receive deposits, make loans and deal in bills of 
exchange, the second class of banks buying and selling 
foreign exchange, besides. The total deposits of the 
three Presidency Banks were nearly Rs. 50 crores in1916, 
and the corresponding figure for the Exchange Banks was 
38 crores. The deposits of principal joint stock banks 
amounted, in 1916, to’‘about 25 crores. 


There are, besides, Indian shroffs and bankers who 
likewise finance internal trade. The savings of the peo- 
ple are, however, deposited with the above named banks 
and with Postal Savings Banks, the deposits in the 
latters amounting, in 1916-17, to Rs. 16} crores, Co-opera- 
tive credit banks come last with only Rs. 7} crores as 
deposits. The banking habit is certainly growing upon 
the people, and the war loans and cash certificates have 

44 
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provided a very useful practical lesson of the advantages 
of putting even small savings ina bank. More banks are, 
however, needed and they must be scattered all over the 
country, collecting small amounts and lending them for 
productive purposes. 


The banks do not reach the small cultivator, crafts- 
man and trader and if co-operative banks are excepted, it 
may be stated, that the rural and urban sowkars are the 
source from which loans are obtained. These money 
lenders charge exorbitant rates of interest, anything 
between 10 and 100 per cent. and it is not a wonder if the 
debtors are ruined instead of benefiting by the loans of 
capital. The Tata Industrial Bank is a step in the right 
directio:: and will supply capital to new industries. Many 
such banks are required, independent or state-aided, for 
the financing of industrial ventures. 


As we have observed above, the greatest need of the 
hour in India is that of banking facilities in all parts of 
the country and of industrial as well ,as financial capital 
which will be easily available even to classes of small 
producers. The assistance ‘rendered by the Presidency 
Banks is absolutely inadequate, and more banks must be 
started and scattered all over the country. These may 
not, however, be able to give credit for long periods as is 
required for industries, and special industrial banks will 
have to be established with State assistance. There is so 
much State money lying in the Reserves of the Govern- 
ment, and it may be made available forthe encouragement 
‘of indigenous industries. Crores of rupees belonging to 
the Paper Currency andthe Gold Standard Reserves are 
lent in England; they may be kept in India and placed at 
the disposal of enterprising men in this country, of 
course, With the necessary safeguards. How this supre- 
mely improtant object should be attained, whether by the 
institution of a State Bank or otherwise, is a subject 
worthy of the closest attention. There can be no doubt 
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about the fact that the existing financial machinery under 
which village and town sowkars and shroffs, joint stock 
banks, Presidency Banks and Exchange Banks, together 
with the co-operative credit societies and the Government, 
which gives loans to agriculturists for improvements, 
supply capital to Indian trade and industry, is unequal to 
the requirements of the economic progress of the country. 


Take for instance the agricultural loans and advances 
given by Government to cultivators under the Land Im- 
provement Loans Act of 1883 and the Agriculturists’ 
Loan Act of 1884. 


“The former enactment authorises the grant of 
loans by local officers, subject to rules laid down by 
the local Govern nents for the purpose of making any 
improvement, an improvement being defined as any 
work that adds to the letting value of the land. Wells 
take the first place among such works. Loans are 
repayable by instalments and recoverable generally as 
if they were arrears of land revenue. The Agricul- 
turists’ Loans Act makes similar provisions for 
advances for other purposes, not specified in the Land 
Improvement Loans Act but connected with agricul- 
tural objects, including the relief of distress, the pur- 
chase of .seed and cattle. The rate of interest on 
Government advances is 6 4 per cent. (one anna in 
the rupee ) or less, as compared with 12 to 24 per cent, 
or more exacted by the village money lender; but 
advances are made only for specific purposes, they 
entail more formalities than the village loan, and the 
repayment is enforced with greater rigidity, so that in 
the past Government loans, though large in the aggre- 
gate have not had any great influence on the agricul- 
tural credit of the country.’* 

This illustration shows how deficient is the supply of 
agricultural capital, and what is true of agriculture is also 
true of other indigenous industries, large and small, parti- 
cularly small. The small savings of the people, it need 


* Moral and Material Progess Report. 
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not be repeated, will have to be collected in banks 
scattered throughout the country and must be supple- 
mented with State money. In France, for instance, the 
State assists agricultural and other associations with 
capital in this way. Of course, a sound system will have 
to be devised under which the object in view will be 
attained with safety to the tax-payer and consistently 
with the healthy progress of indigenous industries and 
banking. 


60. Summary.—<Adopting a classification of capi- 
tal suggested by certain economists, we may have four 
different species of it: agricultural, commercial, industrial 
and finaicial capital. By agricultural capital is meant 
not land or landed capital but the tools, manures, cattle 
&c. with whose assistance the farmer gets a crop out of 
the soil. The farmer is not able to get this capital on 
easy terms and does not know how to use it remu- 
neratively. The comparative inefficiency of Indian farm- 
ing and the poor yield of the soil in this country, are the 
result of this scarcity of agricultural capital and the 
ignorance of the rayat. Commercial capital, so far as 
internal trade of the country is concerned, is not wanting 
and if sufficient banking facilities are provided, this form 
of capital may become available in the required quantities. 
Crores of rupees have been spent on the construction of 
docks, railways and roads, and though there are many 
parts of the country which have yet to be opened, India 
cannot now complain, on the whole, of the dearth of this 
form of capital. 


Industrial capital is, however, the most important, and 
its supply in adequate quantities is the great need of 
India, Small industries are starving for lack of capital. 
Large manufactures can be started with the share capital 
supplied by a number of individuals, and they can be 
carried on on up-to-date lines. But the stream of industrial” 
capital does not reach the small artisan and he has to 
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trudge through the ruts of primitive organization or be 
displaced from the economic field. There is an abundance 
of financial capital in India, mostly supplied by Exchange 
and Presidency Banks and, to a smaller extent, by Joint 
Stock Banks. The movement, to the ports, for export, of 
crops like cotton, jute, wheat and oil seeds, is financed on 
a very large scale by these banks which also assist the 
importers of foreign goods. 


Though it is difficult to distinguish clearly between 
the different forms of capital we have considered and the 
line of demarkation is, in many cases, very faint, the 
various forms being only aspects of the same thing, the 
need of providing capital which directly assists the process- 
es of industry is extremely urgent in India. The estab- 
lishment of industrial banks which will supply capital for 
the starting of new industries is, therefore, urgently 
called for. Agricultural banks may also be started with 
advantage and together with the co-operative banks, they 
are calculated to render great assistance to the small 
producers who have, under existing conditions, to borrow 
at exhorbitant rates of interest from rural money lenders. 


The large industrial undertakings which have been 
recently started in the country and are conducted under 
Indian management, show that there is capital in India, 
which must, however, be properly tapped. Foreign capi- 
tal is already in use to a large extent, but India must rely, 
in days to come, mére and more on indigenous capital. 
The habit of saving must be inculcated and the small 
amounts of the millions must be collected in banks to 
irrigate the industrial fields thirsting for capital. Poor as 
the country is, by co- operation and organisation, it can 
supply the means with which to finance new industries 
and improve the existing ones. 


Chapter YI. 


ORGANIZATION OF PRODUCTION. 
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6l. Industrial Evolution.—Economists trace the 
development of the organization of the producation of 
wealth through its different stages from the self-sufficing 
form to the factory regime of moder times. Production 
upon a large scale, With the assistance of large 
quantities of capital for an extensive market, is the 
characteristic of the present day. The use of machinery, 
the ease with which capital can be secured, and improve- 
ments inthe means of communication, have produced 
remarkable social and economic effects. The cultivator 
no longer produces for his own family or his own village 
but supplies, though unconsciously, the most distant 
markets with the produce of his field. The artisan is 
no longer an autonomous worker plying his tools at 
home and the owner of the commodities he turns out. 
The craftsmen, as independent workers, have been dis- 
placed by machinery and they have been reduced to the 
condition of people working for a wage in factories 
owned by large companies or by wealthy individuals. The 
old local and national markets have become extensive and 
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international, and a minute division of labour and 
concentration in production, have been the result. 
‘When lifeis very simple,a family is self-sufficient, 
producing every thing it needs, except perhaps a few 
articles which cannot be locally obtained. The use of 
machinery is both a cause and an effect of a minute divi- 
sion of an industry into different operations, Specializa- 
tion is to be found not only in connection with separate 
crafts but also with distinct branches of the same craft. 
This industrial evolution may be marked in the economic 
history of every community, and India is no exception to 
the general rule. The ‘capitalist’ or ‘factory’ system 
has not, however, entirely superceded the domestic orcraft } 
systems even in western countries, and this phenomenon 
is more remarkable in India than elsewhere. 


“Even now-a-days, although the factory is the 
characteristic mode of industry, all the other forms 
are still to be found. We see traces of domestic indus- 
try in the peasants’ houses where the wife bakes the 
bread and spins the flax for the household linen; and 
in some of the provincial towns where jam-making, 
ham-curing and washing are done at home and have 

_ not yet become industries. In all towns a large num- 
ber of artisans may still be found plying diverse 
trades and working for their customers as in the 
Middle Ages. And there are still manufactories which 
employ only hand labour.’’* 


Almost all the- old indigenous industries are small 
and are carried on in the homes of the autonomous 
workers. The spinner, the weaver, the potter, the oil- 
presser, the shoe-maker are all workers of this type. They 
own the simple tools of their trades, but have very often 
to depend upon the neighbouring money-lender for the 
supply of capital in the form of raw materials and food 
&c. Very rarely craftsmen may combine and carry on 
the business on the partnership principle. Partnership 
nen! 

* Gide ; Politieal Economy. 
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has been well-known in India from very old times and is 
generally practised in trades which cannot be well manag- 
ed by a single worker, though assisted by the members 
of his family. Autonomous producers work in their own 
homes and turn out goods which command ready sale in 
the local or neighbouring market. They will also work 
to the order of local customers, but this demand is not 
sufficient and their goods are generally purchased by the 
merchants in the locality, who send them to different 
markets. 

62. Situation in India.— 


“The arts and manufactures of India are more 
easily separable into sections, corresponding with hand 
labou: and steam power, than are those of most coun- 
tries; for handicrafts, in spite of the mechanical 
developments of the past century, are still very im- 
portant to the Indian people. The carpenter, the 
potter, the blacksmith, the weaver, the dyer, the tailor, 
the shoemaker and the sweetmeat-maker are recogniz- 
ed members of most village communities. The higher 
crafts—those of artistic workers in wood, clay, stone, 
metals, and textiles—are carried on in special localities 
and in direct relationship to physical and administra- 
tive conditions. When, for instance, hand labour 
industries are practised on a large scale they tend to 
become centralized in important towns. Steam-power 
manufactures are notin any way indigenous indus- 
tries, but have been originated, and are controlled, by 
the supply of raw material and fuel, by the facilities of 
transport and by the degree of association with Euro- 
pean enterprise.’’* 

Craftsmen working in their own homes may not of- 
ten be autonomous producers. The merchant, who is 
also the money lender of the village or town, gives out 
pieces of work to be done in the homes of the craftsmen. 


He supplies the raw material but rarely the tools, and 


* Decennial Report on Motal and Material Progress, 1933. 
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takes away the finished product, paying the worker only 
a small wage. The worker is thereby relieved of all 
responsibility and escapes the trouble involved in finding 
capital and disposing of the finished product. But he is, 
at the same time, reduced to the position of a drudge, and 
the sense of ownership and independence is entirely 
lost. The capitalist may also set up a factory in his 
own house and require the craftsmen to work there. He 
supplies the tools and the raw material and the workers 
are mere wage-earners. They share neither the respon- 
sibility nor the profits of the trade. 


“An employer who finds that there is a good and 
steady demand for a certain kind of commodities in a 
locality, will organize an industry in this way in a town, 
or artisans may be attracted to such an industrial centre 
by tempting prospects. Rajas and noblemen used to 
invite craftsmen to their towns and to give them special 
facilities to settle and ply their trades. The immigration 
of artisans led to the prosperity of the town as well as 
their own, and the localization of certain industries in the 
cities of old, in the times of Mahomedan and Maratha 
rule, may be traced to this cause. 


“The silk and embroideiy industry of Poona was 
entirdly due to the encouragement given to the foreign 
settlers from Burhanpur, Paithan and other towns to 
come and live under the Peishwa’s protection on house 
sites which were granted free to them. Individual 
merchants were encouraged in large towns to open 
shops with the help of Government advances.”* 


“The handloom weaving industry in India is a typical 
one, and the problem before the country in recent times 


has been how to enable it to stand the competition of 
power-looms. It is believed that the production of cloth 
in the Indian mills has not yet beeu able to overtake the 
quantity tyrned out by hand-looms and that if the weav- 








* Ranade: Introduction to the Peishwas’ Diaries. 
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ers are supplied with improved appliances and capital 
and if the industry is better organized, it has yet a good 
future before it. Attempts have been made to devise a 
suitable improved loom that may be used by the weavers 
with greater advantage, and weaving classes and factories 
have also been tried. It is, however, difficult to say 
whether these endeavours have met with any appreciable 
success. 


63. Large-scale Production:—Concentration of 
capital and production of wealth with the help of machi- 
nery, render large economies possible and are calculated 
to yield high returns. A number of producers may thus 
combine together and the advantages of this kind of 
co-operatiun are obvious. Though co-operative produc- 
tion prevails to a certain extent in various countries, 
owing to peculiar causes, it has not made any notable 
progress. In India we have numerous associations for 
credit but there are extremely few societies for produc- 
tion, and in agriculture where the co-operative movement 
is spreading satisfactorily, this form of association finds 
little favour. The development of the factory system in 
this country has been synchronous with the growing 
application of the joint stock principle to industry. Under 
the factory system, which is the predominant characteri- 
stic of modern times, 


‘The capitalist employer not only provides the raw 
material and disposes of the finished product, but also 
controls the intermediate process. The machinery is so 
costly as to be beyond the reach of the workman; and 
since the machines are the property of the employer the 
building in which production is carried on, must also 
belong to him and is called the factory. The labourer is 
not his own master as in the handicraft system; he no 
longer owns the tools and the workshop as in the do- 
mestic system: all that he does is to provide the 
human labour force which is appliedthrough machines 

_in work-places owned by the capitalist employer. 
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« The stupendous increase of production which is thus 
rendered possible reacts upon the labourer both as 
producer and as consumer. Population increases enor- 
mously, and there is a continual drift from the coun. 
try to the city. Industrial society receives its modern 
shape, and the social income is divided into the rent 
of the land-owner, the wages of the labourer, the in- 
terest of the capitalist and the profits of the entre- 
preneur. ”* 


The joint stock principle of association presents 
certain advantages: under it large enterprises requiring 
large quantities of capital can be easily undertaken and 
persons of small means find in it a safe method of invest- 
ment on account of the liability for losses being restrict- 
ed to the value of the shares held. 


“The company form makes possible the raising of 
capital for the very biggest enterprise. It enables the 
holder of small savings, who does not wish to use them 
in business himself, and who is not in close enough 
touch with business to entrust them to any private 
firm, to invest his savings remuneratively. It is equali- 
ly useful to the holder of big savings, since it enables 
him to distribute his capital among many enterprises 
(and countries), and so avoid the risk of carrying all 
his eggs in one basket. Since shares in joint stock 
companies are usually saleable the investor can rea- 
lize his property ina business without breaking the 
firm up; if he were a partner in a private firm and 
wished to withdraw his capital, either he must find 
some other capitalist tottake his place in the business 
by buying his share, or he must risk breaking up the 
firm, since it might be unable to continue without his 
capital. The joint stock company provides another 
opening for men with organizing ability but with no 
capital,’’t 





* Seligman. 
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64. Joint stock Principle.—It is these advant- 
ages which have led to the rapid development of com- 
panies formed on the joint stock principle in western 
countries and that example is being followed in India. 
Most of the European industrial and commercial enter- 
prises in this country are joint stock concerns. Railways, 
mills, factories, mines, tea gadens, banks, commercial 
firms and other concerns are joint stock companies. And 
‘ almost all new industries started by Indians take this 
shape. 


“The total number of companies limited by shares 
which have been incorporated in India upto 1915-16 
under the laws relating to the registration of com- 
panies, amounts to 7,180. Of these, 2,476 companies 
were working at the atid of 1915-16, most of the 
remainder having been either wound up, or other: 
wise discontinued or never having commenced busi- 
ness, so that about 65 per cent. of the companies 
registered have ceased working. Some companies 
have also been taken off the Indian register to be 
reconstructed as companies under the English law 
with their head offices in London. All the companies 
registered in India have a rupee capital with the 
exception of the Hongkong-Shanghai Banking Core 
poration which was registered in Calcutta in 1869 
with a capital in Hongkong dollars of which the 
rupee equivalent is stated. The number of companies 
at work and the capital invested in them stood as 
follows at the end of each of the last three years :— 

1913-14, 1964-15. 1915-16. 

Number of companies at 2,744 ~ 2,545 2,476 

Authorised capital Rs. ( 1,000) ... 2,33,33,91  2,30,19,47 1,84,20,90 

Paid-up capital Rs.( 1,000)... 76,56,18 80,79,22 —85,02,45 
The number of companies registered in Bengal is over 
two-fifths of the entire number registered throughout 
India, but the average paid-up capital per company is 
highest in Bombay, and in this respect Burma occupies 
the second place, while Bengal the third, the figures for 
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the average being respectively Rs. 6,02,000, Rs, 5,08,000 
and Rs. 3,26,000. ‘About three-eighths (Rs. 3,41,56,000) 
of the aggregate paid-up capitalis invested in mills and 
presses, chiefly for working and pressing cotton, jute, 
wool and silk. A great number of mills and presses are 
registered in Bombay, that presidency representing 50 per 
cent. of this sum ( 15,02,81,000) most of it being invested 
in cotton mills and presses. Further information on this 
point may be obtained from the following statement 
showing the distribution of the aggregate capital in the 
principal classes of joint stock enterprise at the end of 
1915-16 :— 








Paid- 
Class of Companie gncag up 
’ | Capitai. 
-{Re. (1,000) 
Banking and loan a «| 460 8,34,04 
Insurance oa ) 168 50,52 
Navigation tae on 1,33,16 
Railways and tramways ee vel = 4 10,24,73 
Other trading companies oP wf 718 12,27,20 
Cotton mills dss --| 196; 11,42,15 00% 
Jute mills ies eel = 37’ 909, 
Mills for wool, silk, &c. a eo = 15 99,71 
Cotton and jute screws and presses....| 137 2,67,¢3 
Rice mills sits or ee : 
Flour mills aes | 30 80,29 
Other mills and presses ‘es | 42 92,64 
Tea planting ay e+} = 220 4,60,83 
Other planting companies _... wel = 3D : 
Coal mining we,” 144 6,12,03 
Gold mining . oes 8 37,91 
Other mining and quarrying «. | = 58 §,33,21 
Land and building wae | 38 2,18,96 
Sugar manufacture sit | 18 : 
Other companies a wel = 46,66 
Total......|2,476 | 85,02,45 








65. Industrial Enterprise.—The recent tendency 
in India, it will have been noticed, is for the cottage and 
small industries to be replaced by large concerns carried 
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on mostly on the joint stock principle and with large 
quantities of capital. But the bulk of the concerns have 
owed their origin and success to European enterprise and 
managing capacity. 


‘The great majority of the larger concerns are 
financed by European capital, and in such cases the 
management or direction is generally European, and 
the Indians shown under this head are engaged for the 
most part on supervision-and clerical work...In Assam, 
where 549 tea gardens are owned by Europeans and 60 
by Indians, there are 536 European and 73 Indian 
managers. In the coffee plantations of Madras and 
Mysore the same principle is apparent. The jute mills 
of Benzal are financed by European capital and the 
managers are all Europeans; while in Bombay where 
Indians own 110 of the cotton s-pinning and weaving 
mills and share 25 with Europeans and the latter own 
exclusively only 12, all but 43 of the managers are 
Indians. Sometimes the proportion of Europeans em- 
ployed in supervision &c. varies with the character 
of the work. In the gold mines, where the planning 
and control of the deep underground workings require 
a high degree of skill, Europeans outnumber Indians 
in the ratio of nearly 4 to 1, whereas in the colieries 
Indians are twelve times as numerous as Kuropeans.’’* 


There is need in India not only of skilled artisans, 
trained mechanics and capable foremen, but of enterprising 
organizers and managers. They will often rise and must 
be given opportunities to rise from the lower ranks, but 
general education and special training designed to turn 
out such persons, will also be necessary. 


66. Organizing Capacity.—An industry or trade 
started by an enterprising man is bequeathed by him to 
his sons who will carry it on on the lines laid downe 
Several concerns are found in India, thus going on from 
generation to generation in the same families. Customary. 


* Census Report, — 
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tnethods are adhered to and a business will go on success- 
fully for an indefinite period of time unless it is ruined by 
utter incapacity or fraud of the managers. 


“The son of a man already established in busi- 
ness starts with so many advantages that we might 
expect business men even to constitute a sort of caste, 
dividing out among their sons the chief posts of 
command, and founding hereditary dynasties, which 
ruled certain branches of trade for many generations 
together. But it is not so.’’t 

In western countries where modern industrialism has 
an undisputed sway, accumulation of wealth in a few 
hands has given rise to a class division often as rigid as 
that of the Indian caste. The working and other classes 
rarely get opportunities to rise in the economic and social 
scale, and capital, though it is becoming democratised, is 
still the exclusive possession of the few, because to be em- 
ployed in industry, it requires certain facilities which are 
not easily available. 


In Indih trades and industries have thus become 
almost hereditary in families and are distributed among 
castes and communities. The Parsees, the Marwaris, the 
Banias and the Khojas, who occupy a prominent position 
in the industrial and commercial life of Bombay, illustrate 
the truth of this remark. The majority of mill-owners, 
it is said, do not prefer to send their sons or relatives to 
technical colleges as they do not like to work with ordi- 
nary labourers and it is the general impression that nearly 
all the students in the technical colleges are the sons of 
people of very moderate means and that very few of 
them, ifany, appear to belong to families of wealthy 
manufacturers, whose sons should be training themselves 
to be officers in the industrial army. 

“ How aro our Indian capitalists educating their 
boys? Wealth is a stewardship, and the accumulation 





* Marshall; Economics of Industry. 
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of great fortunes in individual hands can only be ex- 
oused on the ground of important services rendered to 
the country by those holding them."* 


What happens in the case of the sons of a wealthy 
business man is that 


“at all events if they were born after he became 
rich, and in any case his grand childern, are perhaps 
left a good deal to the care of domestic servants who 
are not of the same strong fibre as the parents by 
whose influence he was educated. And while his 
highest ambition was probably success in business, 
they are likly to be at least equally anxious for social 
distinction.” t 

Business capacity and enterprise are not hereditary, 
and the system of caste cannot ensure transmission of 
these qualities. fconomic pressure is, however, bound to 
loosen the fetters of caste which impede progress, and 
classes and castes are already showing a noteworthy 
adaptability of which they were supposed to be incapable. 


While, therefore, the extended provision of technical 
education for the creation of a class of trained operatives 
is necessary, and it is recognized that it is by dint of 
character and of perseverance that men must and do rise 
to higher rungs of the industrial ladder, it is believed 
that the ‘most important factors in the increased produc- 
tion of national wealth would, in the case of India at 
least at present, be the leaders, managers, directors and 
supervisors of industries. It is the skill, capacity, 
and training of generals and captains which determine 
victories more than the bravery and steadiness of the 
rank and file of the army.’ In America and other coun- 
tries highly educated University men enter business and 
ate found to turn out eminently successful. In Germany 
specal proyision is made for the training of organizors 


* Report of Righth Industrial Conference, page 414, 
+ Marshall. 
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and managers of industries. Under a suitable system 


of education there is no reason why it should not be so in 
this country also. 


67. Small Industries—The cisplacement of the 
cottage industries and of autonomous workmen by 
factories and machinery, is going on apace in India, and 
the prospect of the patent evils of industrialism coming 
in the wake of this modern development of large concerns, 
has caused, and rightly caused, no small anxiety to certain 
people. The tendency to large-scale production seems 
to be inevitable; foreign competition and growing needs 
of the people seem to require it. But the decadence of 
the old arts and handicrafts, the vitiation of public taste 
which imports of machine-made cheap goods have caused, 
the degradation of the workmen to the position of - wage. 
earners, and the migration of the rural population to 
overcrowded and unhealthy cities, are evils associated 
with the factory system, and the question has been asked: 
‘Is Eutope going to make Asia an East end’? 


Advantages of the concentraction of capital and 
labour and of the use of labour-saving machinery, are 
undeniable and India cannot refuse to avail herself of them. 
Apart from the fact that evils of industrialism may be 
counteract:d by timely measures and precautions, the 
people of this country cannot help trying to produce 
wealth with the least possible cost on the lines of pro- 
gressive nations. But the-day for the small industry is ] 
not entirely gone. On the contrary, certain peculiar 
conditions of modern times themselves are ravourable to 
their continuance and growth. Popular taste requires 
certain kand-made goods, and thus varieties of dhoties and 
saries made by the handloom weavers have not been 
displaced by modern factories, Proximity of the market 
and of the customer also gives the cottage industry 
an advantage over the‘factory, and the former is now- 
a-days in‘a position to benefit by mechanical and other 
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improvements which are being made every day. The 
artisan in the west can now work in his own home with 
the help of cheap motive power and machine tools. 


“Tho carpenter, if he is furnished with a very 
cheap motive power which is necessary to set circular 
saws or other machine tools in motion, will be able to 
work in his house as well as a great manufacturer. In 
this way he will be able to utilise his small group 
of machines in a variety of ways, until he will 
begin to acquire a perfect command over his work 
which he could not have been able to attain, if he had 
been a workman ina great factory. In spite of the 
advantages on the side of the big manufacturers, the 
small manufacturer will be ina position to compete 
with them. He will find an energetic support in the 
collaboration of the members of his family and in the 
moral element which will be the consequence of the 
work in his proper home. He will form a number of 
assistants and apprentices, or in fine, a complete in- 
dustrial organizatiun quite analogous to that of the 
ancient professions but differing from it only in the 
introduction of the machine. The improvements of 
applied science can now supply him with the motive , 
power at a very small cost. The modern developments & 
of the use of electricity might now transmit motive 
power cheaply to the cottage of a small producer.’’* 

We have referred on a preceding page to the possibi- 
lities of water power in this country and to the success 
of the Tata Hydro-electric scheme at Lonavla. That 
success has stimulated further efforts in the same direction 
and other schemes have been undertaken. If. electrical 
energy generated by water power at different suitable 
centres in the country is transmitted over distances, many 
a home industry may be rehabilitated and placed on a 
sound footing. The hydro-electric schemes are calculated 
to serve a double purpose viz. to supply electric power 
and irrigate acres of land at the same time, and it: is 


*Report of the Eighth Industrial Conference, Page 142.“ 
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possible to combine two different types of mutually helpful 
industries under one and the same project.t If gas and 
electricity are now providing social amenities to urban © 
workmen, there is no reason why the craftsman and the 
mechanic should not be put ina position to avail them- 
selves of their motive power for productive purposes. 

68. The old and the New.-Co-operation in purchase, 
production and sale will enable the artisans to overcome 
difficulties presented by lack of capital and eucroachments 
of large-scale industry. The preservation of the ancient 
handicrafts of India is an urgent problem in which are 
involved the interests not only of the millions whose 
subsistence depends upon them and who cannot be left 
to the tender mercies of the forces of foreign competition 
and modern industrialism, but also of Indian culture, indi- 
genous arts and the social and economic well-being of the 
masses of people. 

What is wanted is capital, organization, education 
and improved tools. ‘Do not let us compete” the exhor- 
tation is addressed to us, “with Western nations by 
evolving for ourselves a factory system and a capitalist 
ownership of the means of production corresponding to 
theirs. Do not let us toil through all the wearisome 
stages of the industrial revolution—destruction of the 
gilds, elimination of small workshops, the factory system, 
faissez faire, physical degradation, hideousness, trustss 
the unemployed and unemployable and what may be to 
follow.”* Mr. Coomaraswami even asks if the ‘true hope 
for Indian industry does not lie in some development of 
the caste system itself in the village and home industries 
of the past aided by such improvements as are needsd 
e.g. the fly shuttle or the distribution of electric power.’ 


These remarks raise an extremely difficult problem 
relating to the evolution of industrial organization in 





+ See Memorandum submitted to the industries Commission by Mr. R. Be 
Joyner. 
* A, K. Coomaraswami : Indian Idealism. 
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India. Until a few years ago, this country was in the 
same economic condition as England or France, for in- 
stance, about the middle of the eighteenth century. Asa 
writer puts it, 

“In the time of Louis XIV, when inventors were 
already becoming somewhat numerous, especially in 
England, the peop'e of Western Europe for the most 
part continued to till their fields, weave their cloth, 
and saw and plane their boards by hand, much as the 
ancient Ezyptians had done. Merchandise was still 
transported in slow, lumbering carts and letters 
were as long in passing from London to Rome as 
in the reign of Constantine. Could a peasant, a smith, 
or a weaver of the age of Cwsar Augustus have visited 
Frence or England eighteen hundred years later he 
would have recognized the familiar flail, forge, and 
handloom of his own day.” * 

If an Indian craftsman of the time of Ashoka or 
Kalidasa were to visit the scenes of his activities now, 
he would indeed be astonished at the sight of the steam 
engine, the telegraph wire and the gigantic machinery 
working in a factory, but he would probably not fail to 
recognize the familiar handloom, wooden plough and 
bullock cart of his own day. 


“ 


It is interesting to see certain spots in the country 
completely westernized; in several others a juxta-position 
of the Western and the Eastern, the new and the old; and 
in most parts of the interior the ancient forms in their 
pristine integrity. The incongruity of bullock carts labori- 
ously threading their way through the crowded streets of 
Bombay with their small burden of a few cotton, bales 
while motor cars and electric tram cars whizzed past them 
every moment, has struck many observers; but it only 
typifies the curious evoluticn that is going on in the 
country. The most primitive forms of irdustry and 
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* Robinson and Beard: The Development of Modern Europe, Vol. il, 
Chapter XVIII. 
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organization may be witnessed side by side with the most 
up-to-date factories and machines. 

Where modern machinery and motive power are not 
used, the industry is a home industry and is carried on on 
a small scale by autonomous workmen. We have indicated 
above how there is yet a considerable demand for pro- 
ducts turned out by craftsmen in the old fashion. 

“ Weaving mills are at the present day responsible 
for by far the larger part of the cotton goods used in 
India; but at the census of 1901 twenty four persons 
out of every thousand were returned as cotton workers, 
apart from those employed in mills...... The hand and 
power industries occupy to some extent different pro- 
vinces of supply ; competition from the latter is still 
small in the case of special classes of goods and 
clothes woven from the coarsest materials, and there 
are still markets eminently suited to the hand weaver 
which the power loom producer does not successfully 
contest, because the demand is too small or too 
local. "* 

69. Lines of Evolution :~-What is true of cotton 
weaving is equally true of several other industries. And 
in the manufacture of glass, paper, sugar, ‘metal utensils, 
vegetable oils, leather goods, woollens, silks, shawls, 
carpets and other articles, we have, at the present 
moment, a two-fold system, the modern factory working 
side by side with the domestic industry but trying to drive 
the latter out of existence. There is little scepe under 
the old organization for any extensive division of 
labour and specialization, and the integration of industry 
on modern lines is not possible. 

A geographical division of labour and localization of 
industries of a sort, has, however, always existed in India 
so far as that has been allowed by the self-sufficing 
character of provinces aud districts created by distances 
and difficulties of transport. Climatic, political and social 
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* Decenaial Report on Moral and Material Progress, 274. 
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causes brought together certain classes of workers in silk, 
wool, metals, and gold thread and industries connected 
with shawls, carpets, vessels &c, became localized. Dacca, 
Benares, Delhi, Amritsar, Shrinagar, Murshidabad, Ah- 
medabad, Masulipatam and Madura thus became great 
centres of industry. Each province has a similar indus- 
trial localization of its own. 


The steady displacement of these hand industries by 
machinery driven by power, and the substitution of 
factories in the place of the domestic labour of autonomous 
workers, is the order of the day. Industrial development, 
therefore, means the starting of mills and factories with 
large amounts of capital. Though, therefore, the in- 
dividualistic and partnership forms of production largely 
prevail in the country, the joint-stock concerns are tending 
to multiply. The following statistics® in this connection 
will be found instructive :— 

Industrial Census:-- 1912-13. 

No. of Factories ... se nu oe 7,113 
No. of Persons employed— 
(i) Direction, supervision and clerical. 


European .. sy ae a 9,437 

Indian ie ae ace . 60,794 
(ii) Workmen. 

Skilled Ae sea Se wee 0,04,078 

Unskilled ... ive da ... 14,80,815 
Total es ae ats . 21,05,824 

Factories and other Large Industries. 
1912-13. 


No. of No. of 
Factories. Operatives. 
(a) Owned by Government 
and Local Bodies 152 79,933 
(6) Owned and worked by 
companies or indivi- 
duals.— 


* Stasistical Abstract for British India, Vol. I. 
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(1) Worked by mechani- 


cal power... woe =, 220 9,00,978 
(2) Not worked by me- 
chanical power --- 495 77,230 


3,867 10,58,141 
Factories coming under the Factories Act. 
1912-13. 


No. of Factories ... su sé 2,654 
Operatives Employed ... 2 8,69,64% 


Accidents ... ae sit see 4,508 
Persons convicted os re 104 
Important Factories. 
1912. . 
Cotton gins and presses wee ~SSs« 589 
Rice mills see gee ek — 327 
Cotton mills __... aie ase ous 268 
Jute presses a or Sze as 120 
Saw mills ae sae a ee 129 
Railway workshops _... re sa 65 
Jute mills ue eae Ses sue 65 
Tron and brass foundries _ an 48 
Flour mills ee sus ae si 41 
Cotton Mills, 


Authorised Persons 
No. capital employed Looms eal 
(lakhs). (1,000). (1,000 


Average 1878-80 to 1883-84 ... 63  657°6 51 14:5 1,610-6 
» 1889-90 to 1893-94 ... 127 1161:7 1161 25:3 3,263°8 
» 1894-95 to 1898-99 ... 156 14195 150:0 366  4,046-1 
» 1904-05 to 1905-09 ... 218 1878-7 2164 60:0 5,549-1 


1910-11 .. 254 29365 230°3 84:6 6,346°7 
1913-14 ww» 264 22457 260°8 96:7 6,6206 
Production of yarn in mills in British India. 
Total Production Exports 
( lbs. ) (lbs. ) 
Average 1906-07 to 1910-11... 608,926,375 228,318,890 
1911-12 .. 590,841,667 161,129,128 


1913-14 w. 644,852,677 206,740,417 


128 InptAW EooNnoMicd. 
Production of Woven goods. 


(Ibs. ) 
Average 1906-07 to 1310-11... 194,131,234 
1911-12 se 252,126,207 
1913-14 Se 256,406,002 
Jute Mills. 
Authorised Persons 
No. capital Em- Looms Spindles, 
lakhs of Rs. ployed. 1,000 1,000 
1909-10 to 1913-14 60 1200’ 208°4 33°5 699°8 


1914-15 70 =: 1289°3 2382 383 7955 


Jute Manufactures. 
Value in lakhs of Rs. 


1904-05 to 1908-09 1,442°7 
1909-10 to 1913-14 2,024'8 
1914-15 ae 2,582 
Paper Mills. 
1914. 

Estimated authorised Value of 

No. capital output 

11 51°5 lakhs. 82 lakhs. 

Paper Produced in 
Indian Mills. Imported. 
Rs. Rs. 

1910 = 81,52,000 1,10,06,000 
1912 = 77,06.000 on 1,35 83,030 
1913 = 80,37,000 1,59,00,000 
1914=82,12,00) __... Ss we 1,42,00,000 

Woollen Mills. 
Goods Produced. Imported. 
Rs. Rs. 

1910 47,20,000 = ei 2,92,97,000 
1912 53,8 3,000 3,81,42,000 
1913 61,66,000 3,84,12,000 
1914 80,09,000 a 3,15,35,000 


_  %®. @aste:—The caste organization plays a very 
important part in the social life of the people. The Pan- 
chayat of each caste controls the dealings of mentbers 
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with one another in certain matters and discusses and 
decides various social and domestic questions and inflicts 
punishments upon offenders. Rules of the caste with 
regard to personal conduct are made binding upon indivi- 
dual members, and penalties are laid down for breaches 
of regulations. The panchayats sometimes also seek to 
regulate the industrial methods pertaining to the occupa- 
tions of the castes, and offences against the community 
tending to lower its corporate character are duly consi- 


dered. 


“The Sunars of Hushangabad have a gild pan- 
chayat on the night before the Dashara, when they 
hold a feast, and are said to take an oath that none 
of them on pain of outcasting will disclose the amount 
of the alloy, which a fellow craftsman has mixed with 
the precious metals. The Koshtis of Chanda in 1907 
proscribed a certain cloth and yarn seller of the city 
who had offended some of their number and resolved 
to outcaste any Koshti who dealt with him.” 


In his work, ‘the Indian Empire’, Sir W. W. Hunter 
has given a brief but interesesting description of caste 
and pointed out clearly its economic and religious func- 
tions. He says:— 


“There is, therefore, a plasticity as well as rigi- 
dity in caste. Its plasticity has enabled caste to adapt 
itself to widely separated stages of social progress, 
and to incorporate the various ethnical elements which 
make the Indian people. Its rigidity has given streng- 
th and permanence to the corporate body thus formed. 
Hinduism is internally loosely coherent but it has 
great power of resistance to external pressure, Hach 
caste is to some extent a trade guild, a mutual assu- 
rance society and a religious sect. Asa trade union 
it insists on the proper training of the youth of its 
craft, regulates the wages of its members, deals with 
trade delinquents, supplieS courts of arbitration, and 


promotes good fellowship by social gatherings. The at: 


fabrics of mediawval India and the chief local indus- “ 
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tries of our own day, were developed under the super- 
vision of caste or trade guilds of this sort. Such guilds 
may still be found in many parts of India but not 
always with the same complete development.” 


The same causes that wrought the disorganization and 
decay of the craft guilds in England are in operation in 
India to-day, and a readjustment of economic and social 
forces is steadily but surely going on. But trade unions 
and other organizations have not yet taken the place of 
the old institutions, and things are in a flux. Manufac- 
turers and merchants have their organizations designed to 
safeguard and promote their common interests, but arti- 
sans and workmen are disorganized and helpless where 
the hold of the caste has loosened, as it is loosening on 
every hand. 


India appears to have had village panchayats as dis- 
tinguished from caste panchayats and corresponding to 
the merchant gilds of wedieval Europe, We find a des- 
cription of such a parishad in Manu Sanhita. The function 
of these bodies consisted in deciding on all social, reli- 
gious, economic and administrative questions affecting the 
village as a whole, Most of these organizations have now 
disappeared and we have survivals of oly afew of them in 
certain parts of the country. Butthe vitality of the caste 
panchayats is greater; and the less advanced a community 
the closer is the hold of that authority on its members. 
There is but a slight analogy between the Indian caste 
and the English craft gild.° In the former, social and 
religicus functions predominate and in the latter it is the 
regulation of industry which characterises the organiza- 
tion. 


#1. Gilds and Castes:—The English craft gild was 
extremely exclusive and exercised a very rigorous control 
over membership, apprenticeship and the general practise 
of its particular craft. But it is not to be supposed that-it 


 @ Sir Herbert Risley; The People of India, page 359. 
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had no religious and social side of its own, and herein we 
trace a similarity between it and the Indian caste, though 
the English gild never made its occupation hereditary. 
That a person must be born in a caste to be entitled to be 
its member, isa peculiarity of the Indian caste. And 
even in India we see instances of absorption of castes and 
the creation of new ones or of subcastes. With regard to 
the English gilds, a writer remarks :— 

“The religious side of the gilds has not so far come 
into much prominence, but most of them had this side 
to their activities, and indeed with some, religious and 
social duties had formed the nucleus round which the 
other powers had gathered. Pageants and processions 
on certain saints’ days and formal attendance at 
worship, were part of most medieval associations, and 
more common still were alms and charities and pray- 
ers and masses for the souls of dead brethren.’ ’t 


The idea of the inherent superiority and inferioity of 
certain classes and of the inheritable character of the 
qualities and functions of these classes did not get root 
inthe European soil while in India the distinction of 
Varnas based upon qualities and actions alone, faded 
from the popular mind, and social divisions steadily 
multiplied as they became more and more rigid. Some 
castes do correspond to crafts, but in the case of several 
there is no such identity. 


“The same caste may embrace several crafts, and 
as arule, Mahammadans and Hindus engage in the 
same trade, each working for his own community. 
Sometimes they take recognizable sections of a craft 
and work separately. At other times they may be 
found in the same workshop; and Hindus now often 
employ Mahammadan crafsmen whereas formerly the 
Hindus were the labourers and the Mahammadans the 
employers. ’’* 

+ Townsend Warner : Landmarks in Enlish Industrial History, — 
* Imperial Gazetteer of India, Vol. III, 
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Thus weavers are found among different castes and 
creeds, and in the Punjab, 

“In the eastern districts the Julahas constitute a 
real caste, but further westwards distinctions of race 
tend to disappear. Khokhars and Pathans, Mirasis 
and Rajputs, and even needy Sayyads are found flying 
the weaver’s shuttle for their livelihood in Jhang and 
Multan.”’* 

‘ Changing popular tastes, competition of foreign and 
indigenous machine-made goods and the increasing use of 
improved tools, have disorganised and will tend more 
and more to dissolve this industrial organization based 
upon the principle of caste. Before the advent of machi- 
nery tnd the spread cf general and technical education 
as also the changes which rapidly took place as a 
consequence, in social usages and ideas, had obliterated 
the distinctions among the different classes of work and 
of workers, even in a country like England, as Mill ob- 
serves, the barrjes which separated one industry from 

? another were almost insuperable. 

“So complete, indeed, has hitherto been the 
separation, so strongly marked the line of demarca- 
tion, between the different grades of labourers, as to 
be almost equivalent to an hereditary disti:ction of 
caste ; each employment being chiefly recruited from 
the children of those already employed in it or in em- 
doyments of the same rank with it in social estima- 
tion, or from the children of persons who, if originally 
of a lower rank, have succeeded in raising themselves 
by their exertions.” tf 

A similar process is clearly visible in India and enter- 
prising men are rising to a higher status in economic 
organization independently of all social distinctions. Not 
only will Brahmins become mechanics, foremen, contrac- 
tors and engineers, but people of the lower classes also 


* Latifi: ‘ The Industrial Punjab’. 
t P rinciples. 
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are being enabled to organize industries and command 
labour and thus to override the limitations set by caste. 


The advantages incidental to caste organization are no 
larger serviceable to persolis who aspire to rise in the 
social scale or to improve their economic condition. The 
regulations and restrictions of caste are, therefore, found 
to be impediments rather than helps and individualistic 
tendencies noticeable among members of castes will prove 
destructive to those organizations. 


472. Farming.—1 he organization of production in 
India has to be studied in different aspects which simul- 
taneously present themselves to the view and range 
between a poor peasant’s simple cultivation of a patch of 
land or the occasional land tillage combined with other 
primitive occupations of the backward races that inhabit 
the jungles, on the one side, and on the other, the manu- 
facture of the finest articles ina factory of the most 
modern type by up-to-date methods and on an enormous 
scale, Except in the case of a few big land holdings, 
agriculture is for for the most part in the hands of small 
men. 


Farming on a large scale is quite:‘exceptional in India. 


‘In the rayatwari areas of Madras, for example, 
the average size of a holding does not exceed eight 
cultivated acres, while in the more thickly populated 
areas of Bihar, under the Zamindari system, the tenant 
holding averages less than half an acre.” 

Mr. Mackenna observes :— 


“In England the farmer is generally a person of 
some education and substance, farming large acres and 
capable of applying the results of his reading. The great 
mass of the agriculturists of India are small holders and 
the standard of education among them is, as a rule, low. 
There are no agricultural papers to bring to their notice 
new manures or new machinery ; in most cases they 
would not have the money to purchase them, nor the 
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science and knowledge to make much use of them 
when they had got them. Iam well aware that in 
every province in India there are not a’ few highly 
educated and intelligent landlords and farmers; but 
asa rule the cultivator of India is a small holder. 
This, obviously, complicates the problem. Finally, 
the idea of seedsmen as we know them in England, 
with our Suttons and Carters, is practically unknown. 
Till a few years ago, the village Bania added this to 
his various lines of activity.’’* 

A few intelligent and enterprising landlords are 
indeed organizing their farming along more systematic 
and scientific lines ; and sugarcane cultivation and fruit 
gardening, for instance, have proved more remunerative. 
Agricultural associations and co-operative societies may 
be expected to do some thing for the small cultivator by 
teaching and helping him in other ways to make his 
farming more remunerative. He may borrow capital or 
purchase seed from his society and carry out improve- 
ments suggested to him by demonstrations given by the 
officers of the Agricultural Department. 


73. Fragmentation of Land.—But the greatest 
difficulty in the way of improvement is that the bulk of 
the agricultural holdings are not economic holdings. 
Mr. Keatinge defines an economic holding as one 


“Which allows a man a chance of producing 
Sufficient to support himself and his family in reason- 
able comfort after paying his necessary expenses. In 
the Deccan an ideal economic holding would consist 
of (say ) forty or fifty acres of fair land in one block 
with at least one good irrigation well, and a house 
situated on the holding. The desirable area would 
vary greatly in different parts according to circum- 
stances.’ f 

The average holding is extremely small, often split 
up into several plots situated at a distance from one 


* Paper read before Royal Society of Arts. 
+ Rural Economy in the Bombay Deccan. 
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another and consequently it is absolutely uneconomic. 
The cultivator with such a holding cannot be expected 
to develop or improve his property and must live in 
depressing circumstances. He must eke outa living by 
taking to other occupations and working as a wage-ear- 
ner either in his village or elsewhere. 

In moving a resolution in the Bambay Legislative 
Council, recommending the adoption of measures to 
prevent the extreme subdivision of land which is going 
apace, the Hon’ble Dewan Bahadur Godbole described 
several cases of lands where partition had become absurdly 
minute. In the Kanara district, there is a compact piece 
of land measuring 52 acres and I guata in extent. 


“This land is divided at present into 40 separate 
survey numbers 14 of which are less than one acre in 
extent. The survey numbers are subdivided further 
and the whole of the 52 acres and 1 gunta are at 
present held by 139 occupants. Three of these hold- 
ings are of 1 gunta each. I might tell the Council 
that the Council chamber in which we have met to-day 
measures 144 guntas. This will give the Hon’ble 
Members some idea of what a holding of one gunta 
means.” 

The inquiry made by Dr. H, H. Mann into the condi- 
tion of a typical dry village in the Deccan, brings out the 
same fact into prominence.* Under such circumstances, 
remunerative farming is an impossibility, and the cult- 
vators have to supplement their income by doing other 
kinds of work, or to migrate to towns. Laws have been 
made in certain countries rendering possible the creation 

* “ It is evident from this that in the last sixty or seventy year the character 
of the land holdings has altogether changed. In the pre-British days, and in 
the early days of British rule the holdings were usually of a fair size, most 
frequently more than nine or ten acres while individual holdings of less than 
two acres were hardly known. Now, the number of holdings is more than 
doubled and eightly-one per cen.. of these holdings are under ten acres in size, 


while no less than sixty per cent. are less tham five acres.’’—Land and Labour 
in a Deccan Village, page 46. 
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of impartible holdings of a particular size.“ Increase of 
population and growing dependence on the agricultural 
industry are as much responsible for the evil of the 
extreme fragmentation of land as Hindu and Mahomedan 
laws of inheritance and the strong attachment of the 
people to their ancestral holdings. Spread of education, 
change of public feeling and a suitable modification of 
the existing laws of inheritance, are pointed out as re- 
medies. But they are not likely to be efficacious unless 
new industrial avenues are opened to the people and they 
find congenial work in other fields. For an enterprising 
man to take to farming, a sufficiently large plot of land 
provided with water facilities and a decent amount of 
capital will be needed. And fortified with these, there is 
no reason why a few of our more enterprising cultivators 
and even some of our agricultural graduates should not 
become successful farmers, 


74. Urban and Rural Industries :—Small in- 
dustries will be similarly remunerative if the workers have 
the necessary training, can command capital and can keep 
themselves in touch with the latest improvements in pro- 
cesses. Indigenous industries, wherever they exist, must 
be improved by the promotion of the efticiency of those 
engaged inthem. Inthe competition of cheap foreign 
manufactures, local industries are bound to go under. 
Cloth, hardware, cutlery,.paper, pottery, glass and a host of 





* Read in this connection the interesting report of a committee appointed by 
the Government of H. H. the Maharaja of Baroda to make proposals on the con- 
solidation of small and scattered holdings in the state. The report states that 
(1) land has already been minutely subdivided, (2) preventive measures must be 
taken and the present limit of subdivisions must be raised, (2) the growing 
subdivisions are mainly due to the operation of Hindu and other laws of 
inheritance, and (4) subdivisions have made agriculture uneconomic and wasteful 
by involving waste of labour and cattle power, and of land in hedges and boundary 
marks and by making it impossible to dig wells and use labour-saving imple- 
ments. The commtttee recommends that the minimum dimensions of an 
economic ho!ding may be fixed and also that a permissive Act may be passed to 
effect consolidation of existing small and scattered holdings. 
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other articles turned out in modern factories must displace 
corresponding goods of indigenous make. But properly 
organized and encouraged the indigenous home industries 
may hold their own against imported articles. There are 
scattered all over the country skilled workers who can 
turn out articles of any pattern. Locks, knives, nut- 
crackers, silver ware, brass and copper utensils, toys and 
leather goods, all of a high quality and finish, are made, 
and the Swadeshi movement has given some encourage- 
ment to these industries. 


What is required in their case is not only patriotic 
patronage on the part of the people, but better organiza- 
tion of production and sale. Though the railways have 
shortened distances, and brought even our villages in con- 
tact with foreign factories, indigenous industries still 
possess considerable advantage over them by reason of 
proximity of markets and of cheapness. As regards 
enterprises on a larger scale, young men who 
receive their training abroad, find it difficult to enlist 
the support of capitalists and cannot straight off 
start new industries. They do not also possess business 
capacity though they may have expert knowledge 
(which may not suit Indian conditions). Capitalists 
care more for fat dividends and high rates of interest and 
are unwilling to risk their money on new ventures. But 
this happy association of enterprise and training with 
capital, will be more in evidence as years pass by. Care 
is now being taken to see that the students who go out 
to foreign Countries to learn, should have received some 
acquaintance with industries in this country and should 
be in a position to profit by training obtained in foreign 
institutions and factories. 


In the meanwhile, experienced business men in com- 
mand of capital, are found to be able to float new industrial 
concerns. The experience gained in the existing factories 
will prove useful in the work of starting new ones. But 
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this organization must be preceded by experimentation 
and research work. The possibilities of the raw materials 
to be found in abundance in the country, must first be 
proved, and a new industrial scheme must be an undisputed 
business proposition. The State will have much to do to 
create congenial surroundings and give direct and indirect 
assistance to industrial development. The appointment 
of experts is suggested for this purpose to Government, 
and Directors of Industries have been already so appointe 
ed in some provinces. 


75. The Future.—We cannot close: this chapter 
without adverting to the question which is raised by the 
oft-reneated statem«nt that India is and must long con- 
tinue to be a country in which agriculture will be the 
predominant industry. If this statement simply means 
that there is infinite scope for the improvement of the 
agricultural industry in this country and it will be many 
years before it will have established in it manufactures of 
the magnitude of those of England, for instance, there is 
nothing in the observation to which exception may be 
reasonably taken. But what is resented as unwarranted, 
is the insinuation that India must be satisfied with agri- 
culture because her sons are incapable of starting and 
managing large manufactures and the idea that in the 
geographical division of labour, agriculture has been as- 
signed to her as her peculiar province. 


Agriculture is a noble industry and _ remu- 
nerative too, and every nation is trying to improve 
and encourage it. The productivity of the soil 
in this country is very low and may be appreciably in- 
creased. Improved farming will materially add to the 
national income and the efforts that are being made by 
Government in the matter of supplying seed of pure and 
superior quality for the cultivation of cotton, wheat, sugar- 
cane and other crops, are efforts in the right direction, 

to reduce India to the condition of a nation of cyl- 
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tivators, would be to retard the progress af the people in 
all directions. The existence of diverse industries, parti- 
cularly those that call for the exercise of igh intellectual 
and moral qualities is essential for the healthy develop- 
ment of the people. 

It is a mistake to suppose that India has ever been an 
agricultural country. It had, in the past, a splentid com- 
bination of agriculture and manufactures, and its weulth 
was the result of the profitable exchange between the 
country and thetown. Replying to a question before a 
select committee of the House of Commons, Mr. Mont- 
gomery Martin observed years ago :-— 

““I do not azree that India is an agricultural 

country; India is as much a manufacturing country 
as an agricultural; and he who would seek to reduce 
her to the position of an agricultural country seeks to 
lower her in the scale of civilization. I do not suppose 
that India is to become the agricultural farm of Eng- 
land; she is a manufacturing country, her manufactures 
of various description have existed for ages, and 
have never been able to be competed with by any 
nation whenever fair play has been given to them. 
I speak not now of her Dacca muslins and her Cash- 
meer shawls, but of various articles which she has 
manufactured in a manner superior to any part of the 
world. To reduce her now to an agricultural country 
would be an injustice to India.”* 

What is, ther fore, wanted is the industrial resurrec- 
tion of India. The ruralization of the country has gone to 
sucha length, that the industrial achievements of the people, 
their talent, and their natur:.! and acquired aptitude have 
been forgo:ten. The industrial and commercial glory of 
India appears to have passed into a myth, and an account 
of the old indigenous industries and arts will read like a 
fairy tale. Prof. Radnakumu Mukerjee has written 
an admirable work on the history of Indian shipping, and 


TTY seer eater ee ET SLA -ierh ia tiipRecn te 
* Quoted in “ India in the Vietorien Age” by Mr. R: O. Dutt, 
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therein he shows what great progress had been made by 
Indian people in that industry. He quotes a French 
writer thus :—— 

‘in ancient times the Indians excelled in the art 
of constructing vessels, and the present Hindus can in 
this respect still offer models to Europe—so much 60 
that the English, attentive to every thing which relates 
to naval architecture, have borrowed from the Hindus 
many improvements which they have adapted with 
success to their own shipping.........The Indian vessels 
unite elegance and utility, and are models of patience 
and fine workmanship.”* 


This example will illustrate the inherent industrial 
capaci y of Indian people and will point to the latent 
possibilities of the country. With systematic organiza- 
ion and patient and zealous encouragement, a variety of 
industries will rise in India, making her people progres- 
sive and prosperous. 


cf Summary.—We have referred above to the 
different methods of industrial organization which prevail 
in India as in other countries, and drawn attention to the 
requirements of the economic situation as it is affected 
by the existing organization of production. It is not 
desirable to attain uniformity of system in this matter. 
The object to be aimed at is efficiency of production with-, 
out detriment to the human factor. Whether it is agri-! 
culture or: handicrafts or manufacture in big factories, 
the work has to beso designed and conducted that the 

_ highest results will be obtained. 

No one should pin his faith to large-scale production 
alone, as in large tracts of the industrial field in India it 
is impracticable. Extensive sugar factories on the central 

The question of maintaining an Indian naval force for the defence of 
this country in paricular and of the Empire in general, now looms large on'the 
horizon. Here is an opp»itunity before the State to revive the shipping industry 
in this country. The revival will be an economic as well as @ political boon. 
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system, for instance, are possible in Java and Mauritius 
but in a densely populated country like India, intensive 
cultivation is much more practicable and desirable, though 
farners may derive immense advantage by co-operation. 
A general spread of education and an easy supply of 
capital will goa long way in making production more 
efficient in farming-as well as in the domestic industries. 

Industries carried on on a large scale enjoy nume- 
rous advantages of internal and external economies and 
the present tendency is in the direction of production on 
a large scale. Undertakers, who have sufficient enter- 
prise, must receive the co-operation of experts and capita- 
lists, and must be enabled to start new concerns for which 
there is immense scope in this country. For this purpose 
educated young men must be equipped with sufficient 
scientific knowledge and practical training, and a 
large class of men must arise who will be capable of 
taking upon themselves the responsibilities of business 
management. 


There is at the present moment much misdirected 
effort and waste of energy, and the forces of scientific 
knowledge are not being brought to bear on our indi- 
genous industries and commerce. More of our people 
must take to business, but they must be thoroughly 
trained and equipped and ought to get opportunities to 
learn and rise. The old economic organization is steadi- 
ly crumbling and it has to be adapted to the changing 
conditions. 

This is a very large problem, full of complexity, and 
no one remedy can be suggested for its solution. In 
fact, there are different solutions, according to the nature 
of the industry to be tackled. But this much is common to 
all of them, viz. that the producer has, in each case, to 
make the best of the resources at his disposal, and every 
kind of waste has to be prevented. The producer has 
also to be supplied with improved means, and it must 
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never be forgotten that the end of all wealth-creation is, 
after all, the improvement of man. 


We close this summary with an extract from the 
Presidential address dalivered at the 12th Industrial Con- 
ference by the Hon. Rai Sitanath Roy Bahadur :— 


‘“‘Another very important requisite is efficient 
business organization. Organization is the key to 
success, andthe chief charaoteristics of modern indus- 
try are summed up in this one word. As regards the 
constitution of large industrial concerns, it is clear 
that individual ownership is, and must in the very 
nature of things be, very rare. We must, therefore, 
look to partnership, private companies and limited 
liability companies for the solution of our industrial 
problem. Hitherto the establishment of companies 
has not been very successful. This has been due to 
a want of confidence in the capacity of the company 
promoters and, in some cases, want of honesty on the 
part of managers. Efficiency of industrial organi- 
zation depends in a very large measure on the moral 
and intellectual qualities of the persons in whom 
control and responsibility are vested. Unfortunately, 
we very often find that the Directorate Boards of 
many of our industrial concerns are composed of men 
who cannot bring to their work expert knowledge 
which is so essential for successful management. 
The duties of organizers of modern industry are so 
multifarious and so important that they cannot be 
safely left in the hands of amateurs. As a well-known 
economist observes, ‘the armies of industry can no 
more be raised, equipped, held together, moved and 
engaged without their commanders, than can the 
armies of war.’ For the proper training of such cap- 
tains of industry, commercial education is essential. 
The would-be captain should, besides acquiring a 
general knowledge of economic science, make a serious 
study of the special problems which arise in this 
. country regarding the production, distribution, and 
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exchange of commodities. The course ‘of instruction 
ought to include subjects like commerctal law and 
history, banking methods, import and export problems, 
exchange rates, transport, freight, and insurance, 
company management, and the conditions of markets, 
Commercial instruction is aiso necessary for those 
who’are to occupy the positions of superintendents 
auditors, and accountants, and even for men who are 
destined for the humbler positions in the commercial 
line. The best agency for imparting commercial edu- 
cation of the higher type, of course, is the University, 
Commerce forms a very important Faculty in almost 
every modern University of the world. In India, 
Bombay has already shown the way in this respect, 
and let us hope the other Universi ies will soon follow 
suit. In order to prevent a misunderstanding I wish 
here to make it clear that the mere possession of a 
commercial degree will not make a man a business 
expert, Itis the school of experience alone which 
can turn out a successful business-man. But I hold 
that commercial education will furnish the ground- 
work on which experience will build, ” 


Chapter YII. 
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7@. Increase of Population.—Prof. Marshall tru. 
ly observes :— 

“The production of wealth is but a means to the 
sustenance of man; tothe satisfaction of his wants; 
and to the development of his activities, physical, 
mental and moral. But man himself is the chief 
means of the production of that wealth of which he is 


the ultimate aim.” * 
We have already laid stress upon the peculiarly 


urgent importance of increasing the production of wealth 
of every kind in India, and pointed out that this can be 
ensured by an increased efficiency of the agents of pro- 
duction. An increase in population is itself taken as an 
indication of the progress and prosperity of a community. 
‘¢In the first place,’ remarks Prof. Nicholson, 

“defence is still of more importance than opul- 
ence, and an increase in numbers means in general 
an increase in military power-actual or potential. 
Equally obvious is the increase in man’s power over 
nature. Even simple combination of labour has its 
advantages, as has been admirably shown by Mr. 
Gomme. Still greater are the advantages of complex 
co-opertation, as we see in our own days in the rapid 
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VARYING CONDITIONS. 148 


development of new countries in which the progress 
of centuries is forced into a few decades. The growth 
of population is necessary to the improvement of the 
means of communication and of trade; trade brings 
capital and capital and land both give for a time an 
increasing return, and thus the increase of population 
means an increase of wealth per unit.” * 

How important is the problem of the growth of 
population from the point of view of defence, has been 
demonstrated by the experience of the world-war. The 
size of the population in the belligerent nations has 
counted in it as a factor of primary importance, and for 
several years before the outbreak of the struggle, the 
stationary condition of the population in France had 
been a cause of anxiety and alarm. Colonies, where land 
is abundant and the soil fertile, invite settlers from the 
old world and immigration tends to auyment wealth. An 
increase in labour pawer conduces to the efficiency of 
production and a growth of population will augment the 
national income. A natural increase of population is 
welcomed «also because it represents an excess of births 
over deaths and bespeaks peace, health and prosperity in 
the community. 


78. Varying Conditions.—It must be admitted 
that under certain conditions an increasing population 
not only denotes growing welfare but assists in the effi- 
ciency of the production of wealth and,<therefore, the 
volume of the nation! dividend. But only under certain 
conditions. 


“The increase of numbers may be accompanied 
by more or less general adoption of unhealthy and 
enervating habits of life in overcrowded towns. Or it 
may have started badly, outrunning the material 
resources of the people, causing them with imperfect ~ 
appliances to make excessive demands on the soil; 
and so to call forth the stern action of the law of 
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diminishing return as regards raw produce, without 
having the power of minimizing its effects; having 
thus begun with poverty, an increase in numbers may ~ 
go on to its too frequent consequence in that weakness 
of character which unfits a people for developing 
. highly organized industry.”* 
Prof. Marshall, therefore, concludes that it is only 
when certain conditions are satisfied that 
‘An increase of population accompanied by an 
equal increase in the material sources of enjoyment 
and aids to production is likely to lead to a more than 
proportionate increase in the aggregate income of 
enjoyment of all kinds.’ 
all countries are not, however, in the happy con- 
dition in which an increasing population leads to increas. 
ing welfare. But even granting that the above conclusion 
of Prof. Marshall applies to the majority of communities 
in the world, there is another aspeet of the problem whic h 
demands consideration. Mr. Pierson observes : — 
“When growth of population is accompanied by 
various occurrences that operate favourably upon 
production, and the average per capita income then 
increases, the growth of population will have exercis- 
ed its harmful effects all the same; there would have 
been a far greater increase of the average income had 
there been no increase of population.’’+ 


As Mill remarks, 

** All the nations which we are er. a to call 
civilised increase gradually in production and popula- 
tion.” | 

And therefore more importance must be attached 
to the side of production, inasmuch as the economic 
ideal must be to secure as large an income to the individual 
as possible. Malthus, therefore, sounded a note of alarm 
and pointed to a remedy more than a hundred years ago. 


* Marshall: Eccnomics of Industry. 
t Principles of Economics. 
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His doctrine has been the subject of a continued and 
animated controversy, but his position has. remained 
substantially unshaken. 


79. Malthusian Doctrine.—During the last few 
years production has made such giant strides as could not 
have been anticipated by Malthus, and recent develop- 
ments appear to have falsified his gioomy forebodings 
that the production of food would not be able to keep 
pace with the increase of population. He had maintained 
that unless people voluntarily kept down the growth of 
population by moral restraintt, positive checks like disease 
would come into operation, making the lot of mankind 
miserable. And we are told that 


“‘ Everywhere we see wealth increasing at a greater 
rate than population—in new countries like the United 
States as well as in old countries like France. So that 
our first concern is rather in the opposite direction.’* 

This is true enough, and the birth-rate among the 
higher and well-to-do classes is lower than among the 
poor people. 

“ There is no question that this general situation 
—marriage rates virtually stationary and yet declin- 
ing birth-rates--is due to deliberate abstention from 
propagation. Married couples have fewer children 
than before by deliberate intent.’’§ 

That is to say, it isthe preventive check urged by 
Malthus, coined with larger production of wealth, 
which has brdught about this result which is pointed out 
as a refutation of his famous doctrine.tt 

+ By moral restraint he meant not the limiting of the number of children 
in marriage but celebacy, postponement of marriage and abstention from all 
sexual relationship. See Gide and Rist: A History of Economic Doctrines. 

* Charles Gide: Politics] Economy. 

§ Taussig: Principles of Economics. 

These couples want to have all the pleasyres of married life but not its 
respomsibilities aud they thus follow, consciously or unconsciously, the teachings: 
of Neo-Malthusisaism which are not, however, the sme as the precepts of 
Malthus. 
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«Admitting, therefore, that the doctrine of overpopula- 
_ tion ‘has lost its terrors for modern society and that the 
stress has been shifted from food to wealth and efficiency, 
and still further that ‘since man is the chief labour force, 
large numbers, indeed other things being equal, mean 
greater national strength and power,’ it must not be 
forgotten that 


* The reverse may not be true if other things are 
not equal. A small nation with greater productive 
efficiency, like England, will outrank a more populous 
country like India. Smaller numbers with fairly equ- 
able distribution of wealth are preferable to a dense 
population living in the extremes of misery and 
opulence. Mere numbers are, therefore, not the vital 
point.’* . 

It must also be borne in mind that ‘a rate of growth 
sufficient to enable it to keep pace with population is not 
all that we require of production, otherwise the average 
income will never rise.’ Subsistence is not always to 
strive to overtake expanding population, but it must be 
enough to afford an ever-increasing share of wealth to 
the population as we advance. A stationary population 
need not cause alarm. 

‘For mankind as a whole, declining birth-rates 
and lessening pressure on population mean progress, 
and not deterioration. The prevalence of habits of 
prudence among all strata means again in human 
happiness. Possibly the time will come when this 
sort of prudence will be carried so far that population 

‘in the advanced communities will no longer increase 
at all.’§ 

S898. Application to Indian Conditions.—The 
‘prineiples of population briefly discussed above, have got 
to be applied to the social and economic conditions of 
India with a view to an examination of the tendencies in 

* Seligman : Principles of Economics. 
§ Pierson ; Principles of Reonomics. 
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this country. The teeming population of India is spoken 
of with a sense of pride and satisfaction, but it may as. 
well be an object of anxiety to a close student and ardent 
reformer. Quality must matter as much as quantity in 
the case of the population of a country; otherwise a 
mere increase in numbers is a veritable danger. In India 
‘‘the total increase in recorded population between 1901 
and 1911] was 2,07,95,0C0 or 7:1 per cent. as compared 
with ,70,46,000 or 2:5 per cent. and 3,34,18,000 or 13:2 
per cent. in the two preceding inter-censal periods.” 
Even making allowance for the increase which was 
due to the inclusion of new areas within the scope of the 
census operations, viz. 17,54,003, the growth of the po- 
pulation between 1901] and 1911, was considerable. And 
this increase has taken place in spite of. the loss of life 
caused by famine, plague, malaria and other calamities. 


“In the country taken as a whole, there are on the 
average 175 persons tothe square mile or much the 
same as Hurope outside Russia. In British territory 
the number to the square mile is 223 and in the Native 
States 100; the former figure exceeds by 34 the density 
ratio in France and the latter is identical with that 
in Spain.” 

The density of the population varies in the different 
parts of the country and is dependent upon the climate, 
quality of the soil, rainfall and other conditions. The 
pon OWING. figures are instructive :— 

Density. [er Rainfall. Cultivated Cultiva- 
sqr. mile. Inches _ area. Per- able ares. 


centage of Percent- 
total area. age. 


Madras ei wae ss 291 43 38 25 
Bombay... bak ne ides 145 46 88 25 
Bengal sas bas bis 551 70 £0 2 
United Provinces ec ov 427 42 53 19 
Central ” ies ee 122 48 39 26 
Burfna gi see sts $3 95 13 29 
Punjab ee cee tee 117 31 33 . a¢ 


Bihar and Orissa igs es 344 53 50 ai 
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mets ‘Sie predominant density factors in India are by 

a fivans those which count for most in Western 

s, where the variations in the population de- 
‘gead mainly on the progress made in commercial and 
industrial development. In England, next to London 
and its environs, we find the most teeming population 
in Lancashire with its cotton mills, and Durham with 
its collieries. The density in these two counties is 
more than five times that in pastoral and agricultural 
counties such as Oxfordshire, Lincolnshire, Norfolk 
and Devonshire. In the latter the number of persons 
to the square mile nowhere exceeds 200, and in some 
it is much less; and it would seem that Trunnier's 
dictum regarding Germany to the effect that agricul- 
ture alone is unable to support more than 250 persons 
to the square mile is equally true of England and in 
fact of all parts of Europe. The conditions are quite 
different in India where two-thirds of the population 
is directly dependent on agriculture, as compared with 
less than? per cent. in England. In large areas, such 
as the natural divisions which here form the basis of 
the discussion, manufactures and trade affect the 
density to a comparatively small extent ; and even the 
number of individual districts whose density is greatly 
affected by the existence of trading and industrial 
centres is still comparatively small. Moreover, while 
in Europe, as we have seen, agriculture is unable to 
support more than 250 persons to the square mile, in 
India there are some purely agricultural tracts where 
it already supports three or even four times that num- 
ber and others where it cannot support a tenth of it,”’* 
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Gl. ‘Is ‘there great Pressure ?—The growing 
pressure of the Indian population on land is admittedly 
a serious problem, and it has been adverted to before.t 
If agriculture alone is unable to support more than 250 
persons to the square mile in Europe it is difficult to 


® Cenaus Report. 
t Sen alisve, poges 48-60. 
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understand how in a country like Indig where agriculture | 
is the maih industry of the people, a. larger number can 
be supported without great hardship. But we are told 
that ‘a fifth of the total population of the country is 
congregated on less than a twentieth of the area, where 
there are more than 600 persons to the square mile; a 
quarter more on a twelfth of the area carrying from 400 
to 600 per square mile and nearly a fifth on an eighth of 
the area with the density between 200 to 400; and it is 
pointed out that ‘nearly two-thirds of the total popu- 

lation of India occupy only a quarter of the whole area, 
while the remaining one-third is scattered over three- 
quarters of the area which is still very sparsely inhabited 
and nowhere contains as many as 200 persons ta the 
square mile.’ | 


This and the other arguments which are advanced® to 
lend support tothe view that in India population does not and 
need not press on the means of subsistence, have been care- 
fully examined by Mr.Wattal in his most interesting broch- 
curet and shown to be erroneous and misleading. Except 
perhaps in Central Provinceg and Berar, no further agricul- 
tural development seems to be possible, and certain areas 
are still sparsely populated because they are poorer, rocky 
and inhospitable. If 500 or 600 persons are packed in an 
area of a square mile in somé provinces it is because they 
are resourceless and their standard of living has become 
extremely low, and not because land can really support 
sucha number. Thus with regard to the Konkan districts 


*See W. W. Hunter's Sritiskh Empsre, Page 85. 

Hunter observes that land is plentiful in the Native States and migration 
of the population from congested areas to those parts is required. He remarks, 
however :—*‘ In some parts of India, this change in the relation of the people to 
the land has taken place before our own eyes. Thus in Bengal, there was in the 
last century more cultivable land than there were husbandmen to till it. A 
hundred years of British rule has reversed*the ratio; and there are now in some 
districts more pzople than there is land for them to till. This change has produced 
a silent revolution in the rural economy. of the Province.” 


} The population Problem in India. 
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of: tHe. ‘Bonibay Presidency, the latest Census report re- 
mark@*that ‘in proportion toits cultivable area, the Konkatt 
supports a larger population than any other division. Fhe 
soil is not especially fertile. 

“ There is a thriving fishery industry, and natives 
of Ratnagiri and Kolaba are employed as police sepoys, 
choukidars and labourers in Bombay and lascars on 
ocean steamers and they remit alarge portion of their 
earnings for the support of their families at home.”’ 

It is in this way that the population of the Konkan 
with 227 persons per square mile is supported, and it does 
not argue any remunerative character of agriculture there. 
Several other tracts thay be found to disclose a similar 
phenoi1ienon, and one would be hardly warranted in 
indulging in optimism with respect to the productive 
possibilities of a majority of provinces. ‘ 

S2. Food Supply.—Mr. K. L. Datt’s investigation 
‘nto the causes of high prices, revealed the fact that 
Juring the period under inquiry, the population of the 
sountry was growing faster than the food supply. He 
‘naintained :— ° 

“Considering the growth of the population and 
the increase in the external demand, the supply has 
been short during the greater part of the period em- 
braced in the enquiry. The demand for both internal 
consumption and exports having increased at a quicker 
rate than the production of food grains, it is only 
natural that the general level of prices of food grains, 
over a series of years would rise although in a parti- 
cularly favourable year it might have fallen to some 
extent. The food supply in India compared with the 
demand, both internal and external, reached its lowest 
level in the quinquennium 1905-09, and this shortage of 
supply has doubtless contributed, in no small measure, 
to the unusual rise in priees during that quinquen- - 
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A comparison of the growth of population.and of the 
production of food grains, is presented in the following 
table, in which index numbers representing the increase, 
are given :— 








Bae. ges Bae. 38. 
Sa | SE SE.8f{/sd.,.e)} 5 | & 
e833 | 825 | 2225 | esas] 2 | 2 
& 
pee" | £288 | bea" | gga" | = | ® 
go << o qo go 
Population ... 100 101°6 163°7 105°7 =| r07°8 | 1084 
Total area under 
cultivation ... 100 98 103 108 | 306 
Ares under food- ° 
grains ies 100 96 | IOI 102 oe 102 
Production of | 
food grains ... 100 98 105 99 113 | 109 











In their Resolution reviewing Mr. Datta’s report, the 
Government of India stated that the statistics on which 
reliance had been placed and had to be placed, suffered 
from the fault of inaccuracy and that inferences drawn 
from such data much be taken with an amount of re- 
servation. They, therefore, presented their own figures 
which, in their opinion, were more reliable, and concluded 
that there was “an almost precise parallelism* between 
growth of population and extent of cultivation”, and that 
“the only interpretation which the figures can bear is 
that the correspondence between the two has been sub- 
stantially maintained.” Government also pointed out the 











* Lord Curzon also had pointed to a similar parallelism in 1901 in referring 
to the growth of food supply during the preceding twenty years, so that taking 
the most favourable view of the situation we can only console ourselves with the 
eonclusien that we are not going back but have been marking time for about 
thirtyfive years. 

ro) 
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furttier ‘consideration that extension of irrigation must 
have resulted in an improvement of the outturn and that 
the development of communications must have had the 
effect of enhancing the “ efficiency” of the aggregate of 
food production. ; 

Even admitting the view here presented as correct, 
we cannot feel that the situation is satisfactory, because 
it amounts to this that the increase in food supply is just 
able to keep pace with the growth of population. But it 
is argued that “ the real problem as regards a country so 
situated is obviously to determine whether the purchasing 
power of the people generally has increased” and that 
the high prices of Indian exports in foreign markets have 
enabled the Indian cultivators to purchase larger quanti- 
ties of the necessaries of life from abroad, which is 
tantamount to a larger production of wealth in this 
country. And Mr. Datta observes that, 


“India has now to part with much less of her 
produce to meet her foreign obligations for the simple 
reason that her produce has risen in value in European 
markets.” 

It must be borne in mind, however, that so far as 
food grains are concerned, with a shortage of supply and 
prices ruling high in the Indian markets, they have never 
been imported in appreciable quantities from abroad. 
Government argue that the internal supply did not require 
to be supplemented by imports. But the true explana- 
tion seems to be that the Indian population must have 
been underfed and that it did not possess purchasing 
power sufficient to enable it to supplement its stock of 
food grains by foreign imports. 


Higher prices of food grains cannot adequately com- 
pensate the Indian producer for the growing pressure of 
the population on the soil, because the general level of 
prices has gone up in India and the share of the cultivator 
in whatever benefit may accrue, is, for obvious reasons, 
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very slight. If more mouths have to be fed with the 
same or nearly the same quantity of food, the prices must 
rise, and this rise cannot be an object of congratulation 
or of consolation in view of the fact already noted that the 
closing of the other industrial avenues is driving many 
people on to land. To maintain a growing population, 
the soil must be made to yield more and the production 
of food grains per acre must increase owing to intensive 
cultivation. Agricultural improvements effected during 
the last few years have not augmented the yield to an 
extent of which account may be taken.* 


Apart from the commodities obtained in exchange for 
the raw materials exported from India, the productive 
power of the people cannot enable them to supply them- 
selves with necessaries of life in a sufficient quantity. 
Industrial specialization, under normal conditions, has its 
advantages and there is nothing inherently undesirable in 
a country exchanging its special products for those which 
are produced by other countries under peculiarly favour. 
able circumstances. But India’s dependence on the sole 
industry of agriculture which is in a very backward con- 
dition, amounts to a danger and has contributed to the 
decay and poverty of the people. 


S3. Population and Food.—We cannot here enter 
into a detailed calculation of the agricultural and non-agri- 
cultural income per head of the population in India. Wide- 
ly varying estimates have been made and so complex and 
difficult is the calculation that one would not be entitled 
to pronounce any result as even substantially correct. 








* “\We may at a conservative estimate, claim that the increase to the value 
of the agricultural products of India as a result of the labours of its Agricultural 
Departments, is already about 34 crores annually or over £ 2,300,093. This is 
the result of only ten years’ wrk, and it must be remembered that every year 
will show a progressive increase .”~—-Mr. Mackenna: Agriculture in India. 


The annual value of the agricultural produce of British India is roughly 
estimated at 1,500 crores of rupees. Rs. 3} crores means.an addition af 7/39 
ner cent. to the annual total agricultural production | 
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But so far as any rough estimate may be made, the calcu- 
lation does not point to the conclusion that a satisfactory 
improvement has taken place in the economic condition 
of.the people during the last few years. We do not know 
how Mr. Mackenna came to the conclusion that the 
‘annual value of the agricultural produce of British India 
is taken at over 1,500 crores of rupees’ that is about 
Rs. 45 per head of the population. Andon this calcula- 
tion, the total per capita income would be about Rs. 70. 
Dadabhai Navroji calculated the income at Rs. 20 per 
head of the population. Lord Curzon’s estimate of the 
average income * of Rs. 30, in 1901, is well known, and 
Mr, Crammond now puts it at about 37 rupees. We are 
incliuied to accept this last estimate rather than the other 
though, as we have observed above, even an approach 
to accuracy is difficult to attain in this matter. 


The Famine Commission of 1880 gave the following 
statistics :-— 


Population ..- 180,350,000 

Food Crops Area ... 166,250,000 ( Acres ) 
Outturn .«- Sg ... 51,530,000 ( Tons ) 
Consumption ... ... 47,165,000( ,, ) 
Surplus ... 535 .. 5,165,000( ,, ) 


The Commission concluded :-— 


“The agricultural and trade statistics of the past 
twenty years justify the conclusion that the increased 
production of all sorts has, upto the present time, more 
than kept pace with the requirements of an increasing 
population, and the known large area of land which 
may still be brought under profitable cultivation and 
the possibilities of securing increased production by 
means of improved agriculture and extended irrigation 
afford reasonable grounds of confidence forthe future.” 





* The gross yield of agricultural produce must not be confounded with 
income which is.cxclusive of the cost of production. But the two do not seem'te- 
be always distinguished, 
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The Famine Commission of 1898 also gave corres. 
ponding figures :-- 


Population... See wee 210,627,181 
Food Crop Area ... ..» 180,421,323 (Acres) 


Outturn __... sae +» 68,069,972 (Tons ) ° 
Consumption ade .. 98,535,845(,, ) 
Surplus -- ..  «. 9,564,127(,, ) 


This estimate of outturn was, however, excessive and 
another quoted by the Commission itself, put the produc- 
tion at only 56 million tons and, therefore, the surplus at 
1,700,000 tons only. And the Commission proceeded to 
remark — 


“Whatever may have been the normal annual sur- 
plus of food grains in 1880, the present surplus cannot 
be greater than that figure. But that a substantial 
surplus still exists in ordinary years there can, in our 
opinion, be no doubt.” 


S84. Agricultural Production.——Lord Curzon, when 
Viceroy, had occasion, in 1900 and 1901, to form an esti- 
mate of the average per capita income of the population. 
He said that in 1880, there were in British India, 194 mil- 
lion acres under cultivation and in 1901, 217 millions, an 
increase parallel to the growth of population. In 1880, 
the yield per acre of food crops was, for calculation, taken 
at 730 lbs and for 1898, 840 lbs., improved cultivation and 
extended irrigation accounting for this higher rate. Lord 
Curzon proceeded to say that on these calculations the 
average agricultural income in 1880 was Rs. 18 per head 
and twenty years later for the same area, the average was 
Rs. 20. Supposing that the non-agricultural income had 
increased at the same rate, the Viceroy concluded that the 
total per capita income was Rs. 30 in 1901 as against 
Rs. 27 in 1880. 
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Now, to bring the calculation up to date, we take 
figures for 1915-16, and the following table of compara- 
tive statistics may be presented :-~ 





Agricultural} Total 
lroduce Income 
per head. | per head. 

Cbs.) CRs.) Rs. 


Acres under} Yield per : 
Year. | cultivation j|Acre of food diy 
Millions. | crops (lbs.) ° 








1880 194 730 181 782 | 18 27 
1901 217 840 220 830 | 20 30 
1915-16 221 900 250 796 | 30 45 


The average per capita agricultural produce does not 
seem to have increased during the last fifteen years 
though we have adopted a sufficiently liberal estimate for 
the yield in view of the extension of irrigated area and of 
other improvements.* Lord Curzon commuted the yield 
at the rate of 40 lbs. per rupee for 1901, and we have 
taken 26 Ibs. as the rate for our calculation for 1915-16 
to make allowance for arise in prices. Income express- 
edin terms of produce is, however, more reliable than 
that expressed in terms of money, and as the value of 
money has declined, a comparison of money incomes 
at two different periods is likely to be misleading. The 
purchasing power of money has decidely gone down and 
if we put the depreciation at 50 per cent. the real per 
capita produce or income in 1915-16, will not show any 
improvement over the state of things in 1901. 

We arrive at the same conclusion in another way. 
From statistics published by Government we see that on 

* The crop-cutting experiments made by the Agricultural Departments 
show that roughly every five acres of land, of which one is irrigated and the 
others non-irrigated, yield, on an average, 9900 lbs. of produce. 

We assume that the average quality of the additional acres brought under 
the plough was good, if not better. ‘But the chances are that the average 
quality was poorer, in which case the ratio between population and subsistence 
was altered for the worre'’—See an interesting discussion of this subject in Mr. 
William Archer’s “ India and the Future.” 

+ See Agricultural Statistics of British India. 
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an average the value of crops grown upon irrigated land 
is Rs. 40 per acre and we have in British India about 47 
million acres of irrigated land. The total value of the 
produce of this land must, therefore, be 188 crores of 
rupees. The value of the yield of non-irrigated land 
may be taken at half that of the irrigated and the 175 
million acres will yield 350 crores more, the total thus 
being roughly 550 crores, which, divided by the popula- 
tion viz. 25 crores, gives Rs. 22 as the agricultural pro- 
duce per head of the population.t 


The same result is reached if we follow another 
line of calculation. The total land revenue of British 
India is about Rs. 34 crores. The incidence of the 
tax is not uniform in allthe provinces. In some parts 
of the country it is perinanently fixed and is compara- 
tively light, in others the incidence is liable to increase 
and is heavy. Making allowance for the variations and 
for alienations of land revenue, we may roughly take 
the total realizable amount of the tax at 50 crores and 
assume that it represents, on an average, one-twelfth 
of the gross produce—an assumption which is certainly 
very liberal.” Then the total valve of land produce in 
British India would be Rs. 600 crores, and on this cal- 
culation the agricultural produce per head of the popula- 
tion will be Ks. 24. All these estimates, more or less 
rough guesses, point to the conclusion that the average 
agricultural production per head of population is extreme- 





+ Dr. Manu’s investigations show that the income (profit) per acre in the 
village of his inquiry is Rs. 14-8. Calculations as to the agricultural yield 
would put the value of the produce per acre at Rs. 35. Atthe prices of fifteen 
years ago, this means Rs. 24. 

Mr. J.C. Jack, I.C.3. (The Economic Life of a Bengal District--A 
Study) estimates the average income per head in the District of Faridpur at 
Rs 52. 

Dr. Gilbert Slater’s estimate for the Madras Presidency is Rs. 78 per annum 
per head of the population, the value of the agricultural produce alone being 
taken at Rs. 230 crores for a total population of 41,405, ¢o¢. 

* See Government of India’s Resolution on Land Revenue Policy, 1902. 
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ly small and has not increased during the past few 
years. 


85. Famines,—Famines which have harrassed India 
so frequently are now unknown in other civilized coun- 
tries though they were common there formerly. 


“To-day they are found only in the agricultural 
and mining industries. They are not as a rule very 
hurtful, except in countries industrially backward. 
A failure of the wheat crop may cause terrible famines 
in poor countries like India or Russia, and the insuffi- 
ciency of certain raw materials may throw factories 


It has been said that Indian famines are not so much 
famines of food as famines of the means with which to 
purchase food. But now though the railways facilitate 
the transport of food-grains from one part of the country 
where they are available, to that in which the crops have 
failed, and to that extent the horrors of the calamity are 
minimised, a famine must always be a serious crisis of 
under-production. Not to go to earlier famines, we may 
refer to the failure of the monsoon in the United Provin- 
ces in 1907. Besides the other evils it entailed upon the 
people, the famine was responsible for a deficiency in 
food production equivalent to an amount of grain suffi 
cient to feed the 48 million inhabitants of the province 
for five months. The total loss on food crops at both 
harvests, in terms of money, was put at Rs. 42 crores 
while the total loss on other crops was about Rs. 15 
crores. 


Famines and scarcity are, no doubt, caused bya 
failure of the rains and sometimes by floods, and Govern- 
ment have developed an elaborate system of preventive, 
protective and relief measures. It has minimised the 
danger of the loss of human life and also of cattle life. 
But as the Famine Commission of 1880 pointed out, no 


* Gide: Political Economy. 
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protective measures can be adequate which did not include 
some attempt to diversify fo:ms of employment. ‘The 
problem of production and population cannot, therefore, 
be solved by these indirect methods, however useful they 
may be in themselves. A bold frontal attack must be 
levelled at the evil and the productive capacity of the 
people must be raised. 


The growing demand for the raw materials of India 
and the higher prices which some of them may often com- 
mand, should not be regarded as a gratifying indication 
ofthe growth of that capacity. That is, after all, a 
subordinate factor in the situation. Of course, larger 
exports of cotton, jute, oil seeds and hides at higher 
prices will mean a larger supply and therefore production 
of wealth in the country. That is, however, an inade- 
quate and precarious source of wealth-creation. If those 
raw materials are produced in larger quantities, if there 
is a steady improvement in their quality and if an in- 
creasing portion of them is manufactured in India with 
Indian labour and Indian capital and under Indian mane 
agement, the addition to the national income will be 
enormous. And then only will it be possible to support 
the existing or a growing population with anything like 
decent means of subsistence. 


‘Tt may be more cheap to export raw goods and 
import manufactured goods. But if India is to win 
a@ stronger position as buyer and seller in the markets 
of the world, she must deepen the channels and regu- 
late the action of her stream of produce......... If the 
concentration of the agents of production on a great 
variety of undertakings is to prove advantageous, it 
must be on industries unaffected by drought. If the 
natural forces of international competition have not 
accomplished that aim, then deliberate and deter- 


mined action alone can achieve it. ’’ * 
Se nee ere > hii ee ctthesneleiiie lett 





* Loveday: Indian Famines. 
o1 
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S6. The Outlook :—The above discussion drives 
us irresistibly to the conclusion that without an enormous 
increase in its productive capacity, India can hardly 
maintain even its present population, much less steadily 
growing numbers. An increasing population must thrust 
the country deeper into the mire of poverty and misery. 
A steady growth of population ina country may be an 
indication of progress and prosperity. It may also be as 
much a cause as an effect of national poverty and deca- 
dence. The present standard of living of the mass of 
people is extremely low and the situation will be into- 
lerable to all those who are anxious to see a substantial 
rise in it. Whatever progress is being made, will be just 
sufficient to overtake the normal growth of population. 
And v hat is wanted is a rapid improvement in the econo- 
mic condition of the people, which can be secured only 
by increased efficiency. 


“A real increase of wealth and prosperity comes 
to nations as it does to individuals, not from any 
reckless piling up of coined rupees——nor again from 
any rise of prices—which, as shown before, is in India 
almost invariably associated with crop-failures and 
famine conditions, but only from increase in indus- 
trial activity, energy, and efficiency on the one side, 
and on the other, from increased productive employ- 
ment of capital. With us, there is a deplorable dete- 
rioration in both respects.’’* 


This gloomy picture would lead one to ask why the 
problem should not be attacked from the end of popu- 
lation also. Arrestriction of the growth of population 
will have the same effect as an increase in the quantity 
of subsistence as a larger share of national income will 
be available for distribution. The average increase of 
population, meaning thereby the excess of births over 
deaths, is by no means high in India. Whereas the natural 


* Mr. Joshi's Writings end Speeches. 
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increase per thousand of the population is 10in the United 
Kingdom, it is only 8 in this country. This figure is low 
not because the birth-rate is small, as might be thought, 
but because both the birth rate and death-rate are compa- 
ratively high. A study of the statistics in this connection 
relating to the principal countries of the world discloses 
the fact that a high birth-rate is accompanied by a high 
deathrate, and the correspondence of the two rates means 
the correctness of the Malthusian doctrine. This state 
of things prevails in Rumania, Russia, Hungary, Saxony 
and Italy, and India stands in the same category witha 
birth-rate of 30 and a death-rate of 38 per thousand: 


“Here are countries in which the population is 
pressing on subsistence. It is trying to increase faster 
than the means of support make possible; and the 
positive check is in operation. Not the positive check 
in its extreme form; the birth-rate is not at its maxi- 
mum; some limitation of births there is. But more 
childern are born than can survive and become adults 
and more persons become adults than can survive to 
peaceful old age. The populations are ill-fed, ill-clad, 
ill-housed, ill-warmed, ill-cared for in sickness......... 
In all these countries, an indispensable condition for 
a permanent improvement in the condition of the 
mass of the population is a lowering of the birthrate—. 
a relaxation of the pressure on the means of support.’’* 

87. Remedies.—These remarks apply, in a re- 
markable manner, to the situation in India. If our birth- 
rate is high, our death-rate also is high. And adeath- 
rate of 30 per thousand means waste of life, cares, anxie- 
ties, poverty, disease and distress. It will indeed be an 
ideal thing to be able to control disease and to conquer 
poverty. But in the face of the economic situation as it 
exists and as it promises to exist for years to come, will it 
not be desirable to check the birth-rate and thus relieve the 
pressure on subsistence ? The economic situation and the 


* Taussig : Principles of Economics, 
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prospects in India, then appear to call for the application 
of the Malthusian remedy. Late marriages of both men 
and women with a view to the controlling of the number 
of children, is that remedy. The necessity and whole- 
someness of marriage are admitted, and therefore Malthu- 
sians recommend the adoption of voluntary restraint in 
married life. 

We have not the space to notice, and it is not neces- 
sary to do it, the objections which have been raised to 
the self-restraint suggested by Malthus or to discuss the 
position of the followers of what is called neo-Malthusia- 
nism. And it is safe to agree to the proposition that 

“it is advisable that people should not bring 
children into the world, till they can see their way to 
giving them at least as good an education, both physi- 
cal and mental, as they themselves had; and that it is 
best to marry moderately early provided there is 
sufficient self-control to keep the family within the 
requisite bounds without transgressing moral laws.’’* 

Humanitarian feelings and solicitude for the welfare 
of children, if not of the whole nation, no less than 
personal ambition and a desire for independence and in- 
dividual happiness, would justify the adoption of Malthu- 
sianism. The pathetic picture of a fairly intelligent and 
perhaps well-educated man, burdened with the anxieties 
of a large family, at a loss to know how to keep the wolf 
from the door and reduced to desperate shifts, to arts of 
flattery and slavishness, provokes the reflection that these 
troubles are entirely self-imposed and could have been 
avoided. And this reflection does noi fail to arise in the 
mind even of pious and conservative people when they 
see widowers of forty and fifty going in for their second 
andthird marriage and preparing for misery to themselves, 
their widows and their children. 

gS. Indian Attitude.—Malthusianism, and neo- 
malthusianism in particular, is sure to shock the average 


* Marshal] : Economics of Indust: 
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Indian mind as it did the European mind years ago. 
Hindu law-givers looked, and rightly looked, upon marri- 
age as a necessary social institution and a sacrament. 
Perpetuation of the race is a sacred duty, and every man 
has to get out of the debt he owes to his father by 
leaving a son after him. Late marriage is prescribed in 
the case of men, but the performance of the religious 
duties of the house-holder makes the married state ab- 
solutely essential. The injunctions recorded in the works 
of Hind law-givers, show that they laid down rules for 
a society which required for its existence and progress, 
a growing population of vigorous, healthy men; and to 
shirk married life would have been regarded as shirking 
a sacred duty to the community. Prayers were and are 
offered to God for the grant of a healthy and vigorous 
progeny, and this attitude on marriage and the house- 
holder’s life, finds a justification in the attempts now 
being made in western countries to encourage marriages 
and to reward large families. 


The anxiety of the average Hindu to have a son 
andthe shifts to which he is reduced in trying to secure 
one, have been objects of ridicule with certain authors. 


“In the adoption of ason the Hindu aimed and 
still aims at satisfyinz an exacting group of manes 
greedy in the other world for recognition and offerings 
in this. He looks too for appreciable benefits which 
he is himself to derive from the future ceremonies the 
fruit of which will reach him in the realm of shades 
aesciaere In somehow acquiring a son the Hindu thinks 
generally that he is making the best of all possible 
bargains for himself in this world and the one to 
come.’’ * 


We have suggested above the true explanation of 
this Hindu passion to procure a son ; and critical students 


———ee 





* West and Buhler: A Digest of the Hindu Law. 
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of Hindu law and usage have not failed to appreciate it. 
J. D. Mayne observes :— 


““In modern times children are a luxury to the 
rich, an encumbrance to the poor. In early ages 
female off-spring stood in the same position but male 
issue was passionately prized. The very existence of 
a tribe, surrounded by enemies, would depend upon 
the continual multiplication of its males. The son- 
less father would find himself without protection or 
support in sickness or old age and would see his land 
passing into other hands when he became unable to 
cultivate it. The necessity for male off-spring ex- 
tepded in the case of the Aryan even beyond this 
wold.” t 


S89. Changed Conditions.—But times have changed, 
and with them must change social ideas, laws and customs. 
The struggle for existence—if not also education and the 
efforts of social reformers--is steadily pushing up the 
marriageable age of girls as well as of boys. In fact, 
early marriages of the latter are entirely opposed to the 
rule of Brahmacharya strongly insisted on by the ancient 
law-givers. And whatever objection may be raised on 
religious grounds to the postponement of marriage of 
girls, there is nothing to prevent wholesome restraints in 
married life being practised. Such moral restraints are 
clearly implied in some of the old restrictions imposed 
by wholesome custom on married people. Though it may 
be a little difficult to establish the fact, there is no doubt 
that the average expectation of life in this country has 
declineda good deal, and the strain of the modern struggle 
for existence is responsible for it. The same remark 
may be safely made with regard to the hcalth of the 
average Indian. Under these circumstances, it becomes 
a duty of men and women in India to see that the nation 
ims a healthy and vigorous population which will stand 








+ Hindu Law and Usage. 
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comparison with other races, and will not go under in 
international competition. 


To a Hindu, marriage and the begetting of a son, is 
a duty which he owes to society. But it is sorely to mis- 
understand the spirit of the law-givers and of ancient 
practice to suppose that religion imposes upon the house- 
holder the duty of begetting children for whom he can 
not hope to provide and that a limitation of the family 
by the exercise of prudence would violate the injunctions 
of religion and dictates of morality. Manu says :— 


‘“* By the eldest as soon as born, a man becomes 
father of male issue and is exonerated from debt to 
his ancestors; such a son, therefore, is entitled eto 
take heritage. That son alone, on whom he devolves 
his debt and through whom he tastes immortality was 
begotten from a sense of duty; others are considered 
as begotten from love of pleasure.” 


If it was the sense of duty to society which animated 
ancient laws with regard to marriage and progeny, may 
not the same sense of social duty be pleaded in favour 
of a limitation of families? ‘Love of pleasure’ Manu 
speaks of, or blindness to the future, brings on misery to 
the individual and society and moral restraint which 
religion and reason insist upon, is calculated to make for 
health, wealth and happiness.* 


A low or declining birth-rate is regarded as a sign 
of advancing civilization, andit is beiieved that the lower 
the birth-rate, the higher is the prosperity of a nation. The 


* Malthus himself quotes in his ‘Essay on the Principle of Population’ 
(Chapter XI), passages from Manu and points out various circumstances which, 
in his opinion, must have operated in India as preventive checks to population. 
He says :—'From all these circumstances combined it seems probable that among 
the checks to population in India the preventive check would have its share; but 
from the prevailing habits and opinions of the people there is reason to believe 
that the tendency to early marriages was still always predominant and in general 
prompted every person to enter into this state who could look forward to slight- 
wst chance of being able to maintain a family’. 
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present tendency in western countries is towards a steady 
decline of the birth-rate accompanied by growing material 
prosperity. 


“The general decline of the birth-ratein advanc- 
ing countries; the accentuation of that decline among 
the well-to-do; the probability, almost certainty, that 
with wider diffusion of prosperity the tendency will 
spread more and more to all classes—at times is 
due to social and industrial ambition. Some writers 
have discussed the change as if it were automatic, as 
if the lower birth-rate among the well-to-do were the 
natural and necessary consequence of their having 
alarge income. The connection between income and 
birth-rate is the other way ; rising prosperity is rather 
the effect than the cause of declining pressure. The 
fundamental cause is the wish of each family to 
promote its own material welfare.’’t 


90. Vicious Circle.—In the matter of this ques- 
tion of a declining birth rate, we seem to move in a 
vicious circle. The birth-rate goes down where economic 
conditions are satistactory and the intellectual and edu- 
cational level is high, and a low birth-rate is required to 
improve the economic condition of the community. 

““The causes of the declining birth rate are to be 
found in the intellectual and material forces which 
have so wonderfully stirred the people of western 
Europe during the last century: the spread of edcation, 
newspapers and books; cheap movements by railway 
and steamship; the stirring of stagnant population 
by the new modes of employment, by large-scale 
production and the factory system, by the changes 
through emigration.’’* 

Unless then the stagnant population of India is 
educated and stirred and unless new modes of employ- 
ment aud methods of production are adopted, how is the 











+ Taussig: Principles of Economics. 
* Taussig: Principles of Economics. 
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birth rate in this country going to be checked? And 
will it not be much better if national efforts are directed 
towards the creation of those conditions which hold the 
propensity to multiplication in check ? 


These questions are suggested by the existing 
economic, political and social conditions in India. The 
aboriginal tribes are the most prolific races in India and 
the prolificness of the Mahomedans seems to be greater 
than that of the Hindus. It must be greater among the 
lower and poorer classes than among the higher. The 
exhortation, therefore, addressed to the people that 
instead of allowing the hand of death to limit the 
population to the means of subsistence, they should keep 
it under control and cultivate the habit of cutting their 
coat according to the cloth that is available to them, is 
bound to prove infructuous in India where of the total 
population of the country, only 59 out of every 1,000 
persons are literate in the sense of being able to write a 
letter to a friend and to read the reply, and the literacy 
is divided very unequally between the two sexes, only 10 
females per thousand being able to write against 106 
males per mille. With 94 per cent. of population not 
knowing how to read and write, with an average income 
of Rs. 30 per head of the population and with about 
Rs. 12 of per capita foreign trade, it is not possible that 
the causes which have brought down the birth-rate in 
western countries should operate in India. 


The extremely small class of the well-to-do, and the 
educated people who are a minute section of the popula- 
tion and who feel the strain of the struggle for existence 
most, may indeed exercise the moral check to their 
advantage, but that will not appreciably alfect the 
national birth-rate. The generally high birth-rate in 
India is attributed to the large proportion of marri- 
ed women and this is not likely to be changed for 
years. It is futile to raise the marriageable age of 
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boys only, but it is extremely difficult to raise the age 
in the case of girls. We have shown above that though 
the birth-rate in India in very high, the excess of births 
is extremely small, not more than 8 per thousand. While, 
therefore, the application of the Malthusian principle 
seems to be called for, there is a bitter compiaint about 
race suicide among the Hindus, at any rate, of certain pro- 
vinces. Iie increase among Mahomeduans and Christians 
is much higher than among the Hindus, and this fac: is 
causing anxicty to many. The foliowing figures will 
make the situation clear :— 


Actual number in Variation per cent. 

1911 (in millions.) 1901-11 1891-01 1881-1911 
Hindus 1317°5 5:0 —3 153 
Mu.lims 66°6 6:7 8°9 33°0 
Christians 38 32°6 28°0 108'1 


The difference inthe rate of increase is not satis- 
factorily accounted for by conversions from one faith to 
the others or similar other causes, and it is attributed 
largely. to the peculiar social customs of the Hindus 
such as child marriage and prohibition against widow 
marriages. The high rate of jnfant mortality also keeps 
down the natural increase. <A writer commenting on this 
feature of the population statistics observes :— 


‘“‘The moral of all these facts is plain. The Hindus 
are not yet a dying race, but surely they are on that 
track. Fortunately, its causes are perfectly plain. 
They have to thank their own social customs, which, 
as we shall see later on are ruining them in several 
other ways too. In spite of Muslim rule for over a 
thousand years, the Hindus formed 80 per cent. of the 
population of this country in 1870, but now they are 
not even 70, and the decimation comes this time from 
within and not from without—surely a harder foe to 
combat. The momentous question is: Are we to remain 
indifferent in the face of this crisis ?’’* 





* M.S. Kamat: The Census of India. 
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It is an interesting phenomenon that the fecundity of 
marriages is not high in India compared with that in Eng- 
land, for instance, in spite of the universality of marriage 
and early marriages in this country. The births per 
thousand of females of reproductive ages ( 15-45) in 
England and Wales calculated on the figures of the census 
of 1911 were 98 against 128 in India. But if births are 
calculated on the number of married fem iles of those ages 
and not on the total number of females between 15 and 
45, the Indian figure stands at 160 against 196, the figure 
for England.t 


91. Conclusion.—Over-population is a relative 
term, and whether a given population may be maintained 
in comfort, will depend upon its productive capacity. As 
a fertile piece of land will feed more mouths than a sandy 
one, a group of industrious persons will produce a larger 
quantity of food than one of lazy people. <A lower 
standard of living will likewise enable a larger number to 
be supported than a uniformly high standard. A growing 
population must have a proportionately increasing quantity 
of subsistence if its standard of living is not to be lower- 
ed. A community must, therefore, produce more to keep; 
pace with the increase in its numbers. An increase in 
numbers often means an augmentation of the productive 
capacity of the community and is, therefore, not an object 
of anxiety. But the jaw of diminishing returns will come 
into operation when a certain stuge of increase is reached 
and the result will be deterioration and misery. 


Growth of population, in itself, is not a sign either 
of progress or decay. It is checked by diseases, famines, 
and wars or its growth may be limited by human prudence 
and moral restraints. Under favourable conditions neither 
the positive nor the preventive checks may be called into 


t P. K. Wattal: The Population Problem in India. 
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operation and a Vigorous population will produce more 
wealth than is absolutely necessary to support it. If the 
pinch of increase is felt, migration and emigration will be 
resorted to and the pressure will be relieved; and better 
organized and more efficient methods of production and 
distribution will have the same ameliorating effect. Ambi- 
tion, the desire of independence and absorption in intel” 
lectual pursuits will lead people to postpone or avoid 
marriages and the number of children brought into the 
world will tend to become smaller in a community where 
such persons form a large portion of the population. 


There is no doubt about the fact that in India two or 
three renerations ago, as in earlier centuries, the means 
of subsistence were ample in comparison with the popula- 
tion. Positive checks were also largely in operation and 
therefore the pressure of population was not felt. With 
the establishment of peace and steady government, under 
British rule, however, a gradual increase in numbers began 
which was checked only by famines and diseases. The 
increase was not accompanied by a_ proportionate 
fsugmentation of the productive power of the peopie, in- 
digenous industries having declined in the meanwhile, 
and the effects of over-population began to be felt. 
Things began to look up a little with the increased demand 
for India's raw materials and the consequent rise in their 
prices. But this is not enough to meet the requirements 
of a growing population, much less to raise its standard 
of living. 


The problem may be solved by emigration and inter- 
nal migration. But scope for this is small. Indians are 
not treated well in the Colonies, in sone of which the door 
is slammed in their faces. Internal migration is possible 
toa certain extent, from thickly populated districts to 
tracts where population is sparce. Land which is not culti- 
vated or which is not properly cultivated, may be made to 
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yield a larger quantity of food. But the most efficacious 
remedy is to enhance the productive capacity of the soil 
all over the country. There are indeed serious difficulties 
in the way, but something may be done in this direc- 
tion. We, therefore, ultimately come to this that the 
pressure of population on the means of subsistence can 
be relieved only by the spread of education, an improve- 
ment in all-round efficiency and bya more efficient or- 
ganization of production. The prospect in the immediate 
future is not, therefore, bright and moral checks to 
population would prove useful. 


In India, though the actual excess of births over 
deaths is not very large, both the birth-rate and the 
death-rate are extremely high. 


‘* Broadly speaking, the actual checks to popula- 
tion in China, India, and many other parts of the 
world are still those so well described by Malthus. In 
India it is true, British rule has abolished civil war, 
and the total population has increased very rapidly 
during the last century as railways, irrigation works, 
and other modern innovations have added to the pro- 
ductive capacity of the country. But famine is still 

_lamentably frequent, and in spite of industrial pro- 
gress it would seem to be true that the population 
readily rises up to the limits of the means of subsis- 
tence.”’* 


Postponement of marriage and conscious limitation 
of the numbers of children in families are the preventive 
restraints suggested by Malthus and udvocated by his 
followers, which have succeeded in keeping down the 
growth of population in western countries. The remedy 
can beadopted by educated people in India, but the masses 
cannot appreciate the situation. As enlightenment spreads, 
the rate of growth declines and the increase takes place 








* W. T. Layton: Introduction to An Essay on Population by Malthus. 
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only among the lower classes. The Malthusian remedy is 
not, therefore, likely to be resorted to in such a way as 
to produce any appreciable effect upon the natural growth 
of population in India. 

92. Summary.—Though the doctrine of popula- 
tion which Malthus formulated under peculiar economic 
conditions, is not one of universal applicability, as condi- 
tions of wealth-production have vastly improved since he 
wrote, the optimism which some economists display on 
this question, is not justifiable in view of the miserable 
condition of the mass of people in certain countries. 
‘« Organization and science have, in fact, so immesurably 
enlarged man’s control over the forces of nature that her 
productivity has increased far more than population even 
though the latter has grown at a quite unprecedented rate 
in the industrial countries of the world.” There is, how- 
ever, no guarantee that this excess of subsistence over 
population will be maintained even in progressive coun- 
tries. 

Improved economic conditions in western nations 
have raised the general standard of living and the marriage 
rate has steadily declined, more markedly among the 
higher than among tne lower classes. A desire for comforts 
and luxuries works as a check on marriage and also upon 
the size of families. The growing independence and 
improved social status of women have combined with that 
desire to restrict the growth of population which has not, 
however, been kept down owing to the dimunition of 
mortality. The death-rate is declining as the result of 
improved sanitation and health, and the steady increase 
of population is being maintained. Progress lies in an 
increasing amount of wealth falling to the share of the 
individual members of the community, and it is desirable 
that even in prosperous communities the population should 
grow at such a rate that it may bear a more favourable 
ratio to subsistence. 


SUMMARY. 175 
That population in India is pressing on the means of 
subsistence and that what Malthus called positive checks, 
are keeping down the natural growth of population, is 
undoubted. The death rate may go down with improved 
Sanitation but unless there is a substantial improvement 
in the economic position of the country, there is no hope 
of the well-being of the people being appreciably promot - 
ed. There is growing pressure on the land and other 
industrial avenues have been blocked. The problem of 
population must be attacked from the side of production, 
and the means which western communities have employed 
to increase their command over nature and their total 
stock of wealth, have to be employed also in India. With 
the application of science, the soil may be made to yield 
more and the expansion of manufacturing industries and 
commerce, will increase the national income. 


The problem is also capable of being attacked, but to 
an extremely small extent, from the side of the growth of 
population, and preventive checks consisting in the post- 
ponement of marriages and the conscious limitation of the 
size of families, if applied, will act beneficially on the 
progress of the country. The birth-rate is generally very 
high among the lower and less intelligent classes; and 
among them the moral check will not come into operation: 
Educated people, who are a drop in the ocean, may, 
however, face the struggle for existence better by resort- 
ing to moral restraints, which are in no way opposed to 
religion or morality. Sexual desire is, no doubt, a power- 
ful impulse and acts with great force in low stages of 
civilization and among the lowest classes of civilized 
commuuities. But it is not a fixed impulse that cannot be 
controlled and modified. 


The spirit of Hindu laws and religion does not 
militate against, but actually enjoins restraint of the 
passions, even in the matter of the begetting of children. 
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Marriage is a social duty and a man has to make his 
contribution to the maintenance of society and the 
perpetuation of the race. But the self-same duty may 
require the limitation of numbers in certain circumstances. 
A healthy and vigorous population has been the Indian 
ideal, and the problem to-day is how it shall be attained 
in the changed social and economic conditions of the 
country. 


Chapter YIII. 
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93. Exchange.—Except in a state of primitive 
economic organization, the work of wealth-production 
is not completed till the commodity produced is taken to 
a place where it will find purchasers. A worker may 
indeed conceivably produce for his own consumption, and 
not to speak of old times, in backward communities even 
at the present day, self-sufficing families and communities 
are not quite uncommon. But a division of labour is found 
necessary as a community advances, and specialization and 
co-operation in the case of individuals and groups of 
individuals, characterise the progress of civilization. Indi- 
viduals exchange with one another the goods they have 
produced and thus satisfy their special wants. When one 
commodity is exchanged for another without the interven- 
tion of a third, which is the measure of value, we have a 
case of barter, and the use of sucha medium of exchange 
bespeaks the advance of a community to a money 
economy. 


In the village life of India, exchange is very simple and 
most of it is of the nature of barter. The cultivator will 
often buy his implements and clothes by exchanging the 
produce of his fields for them, and wages are also paid 
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in kind. Formerly the revenue of Government was 
paid in grain, but the system of barter is fast giving way 
before the use of money and is now almost unknown in 
towns. The medium of exchange having recently come 
into greater use, astruggle for the possession of money as 
a passport for the purchase of any desired commodity, is 
becoming universal except in out-of-the-way places to 
which modern methods of trade and industry have not 
yet penetrated. 


It is impossible to overestimate the advantages of 
exchange, and a comparison of the ease with which even 
a person of ordinary means can, now-a-days, obtain a 
variet y of articles, necessaries of life and luxuries, in his 
own locality, with the extreme difficulty experienced in 
the matter only a few years ago, will be instructive. 
When a district is afflicted with scarcity, it can bring 
grain from neighbouring or even distant districts and 
provinces. Burma thus supplies large quantities of rice 
to the rest of India in times of drought. 


94. Markets and Fairs.—On market days and 
fairs, villagers go regularly to the neighbouring town, and 
all kinds of purchases are made. These provide op- 
portunities both to sellers and purchasers to dispose of 
surplus produce and to procure the articles required. In 
very small villages, there is hardly a single shop for such 
necessaries of the rayat as kerosene, chillies, salt and 
vegetable or luxuries as sugar, and thay have to be re- 
gularly procured from the town hard by or from the 
market held regularly once or twice a week. At these 
markets articles can be had in sufficient variety and in the 
required quantity, and the prices also are reasonable. 
Cultivators, weavers, potters and other producers take 
their goods to the market or fair where they command a 
large sale and middlemen and merchants also do a large 
business on market days, 
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Where villagers, whether cultivators or artisans, ex- 
change the produce of their labour directly to satisfy 
their wants, it is a case of barter. The cultivator will then 
6btain his cloth, shoes, earthen pots, &c. from the village 
artisans in exchange for the daluta or fixed grain charge 
paid to them annually. This village system is, however, 
being steadily displaced, and payment of money is be- 
coming common. In markets and fairs, this is, of course, 
the usual practice. Every village of decent size, has a 
shop or two of groceries and this is the only source of 
the supply of articles of every day use to the villagers. 
Other things must be purchased on market days pointed 
out above. The weekly markets in certain places are of 
great size and attract sellers and purchasers from miles. 
Families lay in a stock of necessaries to last them for a 
week. Knick-knacks, sweetmeat and articles of luxury are 
generally purchased at fairs, most of which are associated 
with religious or social festivals. 


Any extensive division of labour in the sale of com- 
modities, is not possible in small places. It is only in big 
villages and towns that merchants and shopkeepers 
specialise in the sale of articles. The shopkeeper plays 
a@ very important role in the village community, and 
in small towns too he discharges a useful function. He 
keeps a pretty large stock of goods ready to meet the 
demands of his customers whenever they may choose to 
buy. He procures his supplies from different commercial 
and industrial centres and retails the articles as they are 
wanted. 


Railways, which now traverse the whole continent, 
have revolutionised this old system of exchange. The net- 
work of railways covers the whole country and has brought 
distant provinces in close contact with one another. 
Before the fifties of the last century, the means of com- 
munication in India were difficult, and though commerce 
was maintained between north and south and east and 
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west, it was precarious and its volume extremely small. 
Inter-provincial trade has enormously increased since then 
and the surplus of one province and district goes to supply 
the deficiencies and needs of other provinces and districts. 


95. Ancient Indian Commerce.—This stimulus 
which the improvement of the means of communication, 
such as railways, steamships, metalled roads &c. have 
given, is most markedly seen in the wonderful development 
of the foreign trade of India. The sea-borne and foreign 
trade of India has had a brilliant history. The valuable 
products of Indian workmanship and of the Indian soil, 
attracted merchants from all parts of the globe and the 
people of this country carried on a profitable trade with 
the must distant parts of the world. 

“From the earliest days, India has been a trading 
country. The industrial genius of her inhabitants 
even more than her natural wealth and her extensive 
sea board, distinguished her from other Asiatic lands. 
In contrast-with the Arabian Peninsula on the West, 
with the Malayan Peninsula on the East, or with the 
equally fertile Empire of China, India has always 
maintained an active intercourse with Europe. Philo- 
logy proves that the precious cargoes of Soloman’s 
merchant ships came from the ancient coast of 
Malabar. The brilliant mediaeval republics of Italy 
drew no small share of their wealth from the Indian 
trade. It was the hope of participating in this trade 
that stimulated Columbus to the discovery of America 
and De Gama to the circumnavigation of the Cape of 
Good Hope. Spices, drugs, dyes, and rare woods; 
fabrics of silk and cotton ; jewels and gold and silver 
—these were the temptations which attracted the first 
adventurers from EKurope.”’* 

The prosperity of ancient Indian commerce is a 
matter of history, and it will be no exaggeration to say 
that the political development of the nations of Europe, 
and therefore of the whole world, has been shaped by the 


EOE eee na eee 
* Sir W. W. Hunter: The British Empire. 
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keen competition of European powers for the monopoly 
of Indian trade. The position of India was simply unique. 


“We shall have ample evidence to show that for 
full thirty centuries India stood out at the very 
heart of the Old World, and maintained her position 
as one of the foremost maritime countries. She had 
colonies in Pegu, in Cambodia, in Java, in Sumatra, 
in Borneo, and even in the countries of the Farther 
Kast as far as Japan. She had trading settlements in 
Southern China, in the Malayan Peninsula, in Arabia, 
and in all the chief cities of Persia and all over the 
east coast of Africa. She cultivated trade relations 
not only with the countries of Asia, but also with the 
whole of the then known world, including the countries 
under the dominion of the Roman Empire, and hoth 
the East and the West became the threatre of. Indian 
commercial activity and gave scope to her naval 
energy and throbbing international life.”’t 


The history of India’s foreign trade during the seven- 
teenth and eighteenth centuries, is a record of the commer- 
cial rivalries and of a struggle for trade supremacy among 
the Portuguese, the Dutch, the French and the English. 
One after another these rivals dropped out, and the British 
East India Company remained master of the field. 


“Just before the first half of the eighteenth 
century, the English had to face the open hostility of 
the French ; and the history of trade is merged in that 
of territorial acquisition, till in 1813'the trading func- 
tions of the Company in India were brought to a 
close, except so far as the monopoly of trade with 
China was concerned and this also ceased in 1833." 


India’s foreign trade in the beginning of the nine- 
teenth century, was comparatively very small. The 
European adventurers had not been able to penetrate the 


a ee ee ere area 
{+ Radhakumud Mukerji: A History of Indian Shipping and Maritime 
Activity. 
* Imperial Gazetteer, Vol. III, page 259. 
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interior of the country and there were no facilities for 
such impenetration. 


“Tt was in fact practically impossible to penetrate 
inland or to draw thence to the coast any of the pro- 
ducts of the interior; and even if facilities had existed 
for local traffic, it would have been impossible in the 
conditions of navigation which then existed, to convey 
to Europe at a profit the bulky articles of low value 
which now maintain great fleets of ocean steamers 
and are the staples of Indian trade.” * 


The monopoly of the trade and the disturbed nature 
of the internal state of the country, were additional 
causes which limited the dimensions of the foreign trade. 
The Est India Company, however, selected precious cargo 
which fetched enormously high prices in England, and 
the dividend it gave in 1832 was 150 per cent. 


96. Under Company Government.—The Maho- 
medan and Hindu rulers did not and could not devote 
much attention to the development of foreign trade. The 
country was so rich that it was not felt necessary to ex- 
change indigenous produce for foreignimports to the same 
extent as it was in European countries which vied with 
one another to obtain the valuable products of India. As 
Sir W. W. Hunter remarks, the British rulers were not 
temple builders like Hindu kings or palace builders -like 
Mahomedan nabobs and emperors, or fort-builders like 
the Maratha warriors, but they were essentially builders 
of commercial towns, and their talent lay in selecting and 
developing centres of trade. In the hands of the British 
East India Company, which had become a territorial and 
sovereign power by the beginning of the nineteenth 
century, foreign trade steadily increased in dimensions. 
At the beginning of the eighteenth century the value of 
exports hardly amounted to one million £, but by 1834, 
it exceeded £ 8 million. 


* Imperial Gazetteer, Vol. III, page 259. 
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The Industrial Revolutin in England which meant 
the introduction of steam power and machinery and con- 
sequently the production of cheap articles on a large 
scale, synchronised with the decline of the industries of 
India, which was reflected in and assisted by India’s 
foreign trade. Indian trade was opened to private mer- 
chants in 1813, and during sixteen years after that date, 
the Company’s trade averaged £ 1,882,718 annually, while 
private trade averaged £ 5,451,452 annually. 


“The process of the extinction of Indian manufac- 
tures went on, however, under the new arrangements ; 
in 1813 Calcutta exported to London two millions 
sterling of cotton goods; in 1830 Calcutta imported 
two millions sterling of British cotton manufactures. 
The first import of British cotton twist into India was 
in 1823 ; in 1824 it was 121,000 lbs. ; in 1828 it rose to 
4,000,000 Ibs, Woollen goods, copper, lead, iron, glass 
and earthen ware were also imported. British manu- 
factures were imported into Calcutta on payment of a 
small duty of 214 per cent. while the import of Indian 
manufactures into England was discouraged by many 
duties ranging up to 400 per cent. on their value.” * 


This unfortunate revolution in the course of the 
foreign trade of India was disastrous to her industries. 
The people were driven from their handicrafts to the 
plough, and agriculture tended to become the sole 
support of an increasing population. The unsatisfactory 
economic condition of India to-day, when our exports 
consist mainly of raw materials and our imports of manu- 
factured goods, may be traced to this revolution. How 
the position of India as a producer and exporter of cotton 
piece goods was reversed, may be seen from the following 
figures relating to the import of Indian cotton goods into 


England, and the export of English cotton goods into 
India. 


* R.O. Dutt: ‘India Under Early British Rule,” page 293. 
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Cotton Piece Goods Imported into Great Britain from 
the East Indies :— 
1814 ... see we 1,266,608 Pieces. 
1821... ise ». 534,495 ,, 
1828 .. 9. we 422,504, 
1834 ... ee »- 306,086 ,, 


British Cotton Manufactures Exported to India. 
1814... ade -- 818,208 yards. 
1821 1, sxe wve:19,138,726 ,, 
1828... ose = eve. 42,822,077, 
1835 ase a goa DAs / 7,277.5; 


9%. Features of Foreign Trade.—While this 
reverse process was in operation, imports of British cotton 
goods had to pay a duty of only 34 per cent; while the 
corresponding imports into England were subjected to a 
duty of 10 per cent. 


“The progress of the trade continued, however, to 
be comparatively slow, owing to the natural obstruc- 
tions which remained after the Company had estab- 
lished its rule over much of the Indian continent. 
During the first half of the nineteenth century roads 
were non-existent except where they had been con- 
structed for military purposes; off these great routes 
all traffic was carried over narrow unmettled tracks 
impossible during the monsoon.’’ * 


Owing to the defective character of the means of 
communication in India and the heavy freights which 
had to be paid on exports abroad, the development of 
trade was very slow as may be seen from the following 
statistics:— + 

* Imperial Gazetteer, Vol. ITI, page 261. 


+ Statistical Abstract for British India, Vol. I. Figures for the war period 
ere not given as they represent an abnormal state of things. 
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Imports. Exports. 

Average 1834-5 to 1838-9 Crores of Rs. 7.32 11.32 
i. 1839-40 to 1843-4 e 10.45 14.25 
» * 1844-5 to 1848-9 ‘ 12.@1 16,99 
- 1849-50 to 1853-4 Je 15.85 20.02 
‘“ 1854-5 to 1858-9 ‘3 26.85 5.85 
cs 1859-60 to 1863-4 +5 41.06 43.17 
% 1894-5 to 1868-9 ‘i 49,31 57.66 
5 1869-70 to 1873-4 is 41.30 §7.84 
- 1874-5 to 1878-9 ; 48.22 63.13 
ef 1879-80 to 1883-4 = 61.81 80.41 
PA 1884-5 to 1888-9 is 75.13 90.28 
” 1889-90 to 1893-4 ‘i 88.70 108,67 
s 1894-5 to 1898-9 ” 88.56 113.93 
ot 1899- 1900- 1903-4 se 110.69 135.59 
1904-05 ” 143.92 174.26 

1905-06 ‘i 143.76 177.30 

1906-07 4 161.87 182.74 

1907-08 “s 178.95 182.93 

1908-09 ‘i 151.53 159,46 

1909-Io ” 160,17 194.36 

19ro-II ” 173.47 21708 

1911-12 “a 197.52 238.36 

1912-13 =" 228.46 256.85 

1913-14 os 234.74 256.09 


The characteristic features of this development of 
trade which arrest attention, are (1) that the old staples 
of export and import have entirely been replaced by 
others. The rare and valuable products of India, manu- 
factures as well as raw materials, which were in demand 
in foreign countries, have now given place to such raw 
materials and food grains as are required in those countries 
for purposes of manufacture.* The imports consist mainly 


* The exports of textiles, sugar, coffee, indigo, shawls, silk &c., have fallen 
off and those of raw cotton, jute, oil seeds and tea have increased. This increase 
is largely taken by foreign countries. Thus between 1875-76 and 1913-14, the 
exports to the United Kingdom of silk goods fell from Rs. 123 lakhs to Rs. 14 
lakhs, of sugar from 17% lakhs to 43 lakhs, of indigo from 1 crores to 6 
lakhs, of shawls from 8 lakhs to 12 thousand, of raw cotton from 7} crores to 
1 crores while the exports of tea increased from 2 crores to 10} crores, of grain 
and pulses from 3} crores to 12 crores and of raw jute from 2} crore to I1} cugres 
The imports from the United Kingdom during the same period, increased in 
the case of cotton goods from Rs. 18} to 59} crores, of hardware and cutlery 
from 464 lakhs to 2$ crores and of soap from 24 lakhs to 68} lakhs. 
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of manufactured goods which have displaced articles 
turned out in this country. (2) The annual excess of 
exports over imports has steadily increased so that the 
balance of trade is normally in favour of India. Bulk of 
this excess represents the ‘Home Charges’ which this 
country has to pay annually in England, the profits of 
European merchants and firms and the savings of European 
officials remitted to England. (3) The balance of the 
excess is received in India in the form of gold and silver. 
(4) The net imports of the precious metals, though they 
appear to be absolutely large, are not considerable in 
view of the large population of this country. (5) These 
imports of the precious metals also point unmistakably 
to the economic backwardness of the peopie and their 
low standard of living. 


98. Industrial Revolution.—The changein India 
from a position in which there was a healthy co-ordina- 
tion of the agricultural and non-agricultural industries to 
a condition in which the country has become a big market 
for the sale of Western, (now Japanese also,) manufactures 
and a field for the production of raw materials to be 
manipulated in foreign factories and mills, is a case of 
retrogression which is responsible for the decadence and 
poverty of the people. The position of dependence and 
helplessness was accentuated by the extensiou of railways: 


“The great Indian Dependency of England had, 
during this century, come to supply the place of the 
old colonies. This Dependency has come to be regard- 
ed as a Plantation, growing raw produce to be shipped 
by British Agents in British ships, to be worked into 
fabrics by British skill and capital, and to be re-export- 
ed to the Dependency by British merchants to their 
corresponding British firms in India and elsewhere. 
The development of steam power and mechanical skill, 
joined with increased facilities of communication, 
have lent strength to this tendency of the times, and as 

t of tha change. the gradual ruralization of 
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this great dependency, and the rapid decadence of 
native manufacture and trade, become distinctly 
marked. Even now the danger is not over.”* 


From the point of view of pure economic theory, 
international, like internal exchange, is obviously benefi- 
cial. International exchange is only an extension of the 
principle of exchange between individuals, districts and 
provinces of the same country. We now know that: 


“The law of comparative costs or of reciprocal 
demand is the explanation of all exchange, and that 
non-competing industrial groups are found in internal 
industry as well. Trade takes place between nations 
as between individuals, because of relative, not of 
absolute advantages. One country A, may produce a 
certain class of commodities at a lower cost than B 
and nevertheless find it profitable to import them, be- 
cause A can produce other commodities still more 
cheaply than B. It will be advantageous for A to 
export the second class of commodities and to receive 
pay for them by importing the first.” t 

99. Theory of Exchange.—The whole theory of 
international exchange, is based on the reciprocal advant- 
age exchange confers on nations trading with each other. 
A division of labour thus arises among nations which begin 
to specialise in certain industries. 


‘Each country by specialising in those commo- 
dities for the production of which it has the greatest 
relative advantages, obtains a bigger return for its 
expenditure of labour and capital than it would have 
done if it had not specialised but had devoted part of 
its efforts to producing the commodities for which it 
was relatively less well fitted. The total product of 
the two countries together will be greater than if each 
had oo all the commodities without specialis- 
ing.” 


pied erare SBI 





a 


* Ranade: Essays on Indian Ecconomics, 
+ Saligman. 
§ Henry Clay. 
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This doctrine is, however, subject to important limita- 
tions in its application to actual conditions. The question 
will be dealt with at length in the next chapter. It is 
sufficient here to point out that free international ex- 
change may, under certain circumstances, lead to economic 
development that is undesirable from more than one point 
of view. In the first place, 

“The so-called system of the territorial division 
of labour by which the orthodox economists assign to 
the backward torrid zone regions of Asia the duty of 
producing raw materials and claim for the advanced 
European temperate zone countries the work of trans- 
port and manufactures, as a division of labour in 
production which is fraught with the highest advant- 
age to all and is almost a providential dispensation, 
against which it would be foolish to rebel,” * 

is not such an inevitable necessity or a beneficent ar- 
rangement. 

Secondly, the economic readjustment which follows 
such an international division of labour does not stand 
upon the same footing as the changing and changed 
tendencies of exchange between individuals, classes and 
communities within the same political unit. Thirdly, the 
ruin of a nation’s industries caused by free international] 
exchange may be an exhorbitant price to pay for the 
advantage of obtaining foreign commodities cheap. The 
loss in productive power may be much greater than the 
gain represented by cheapness of foreign goods secured 
in exchange for home produce. 

ICS Effects of the Revolution.—If the advan- 
tage of exchange lies in the surplus satisfaction which the 
parties to the transaction obtain, we must make sure that 
there is such a balance of benefit in a nation’s trade with 
foreign countries. 

-----“* We are often told that one of the advantages of 


the expansion of our import trade is that we get our 
* Ranade; Easays on Indian Rconamicg. 
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supply of manufactured articles much cheaper and 
better than we can have ourselves with our present 
means and appliances. This is true enough andisno . 
doubt our gain as consumers but what a price are we 
paying for this gain, as producers and labourers? Our 
home manufactures are almost now gone down and 
this collapse means to us much more than is common- 
ly supposed. (1stly ) It means to us the disruption of 
our industrial organization and a change from 4@ many- 
sided system to one resting on the basis of a single in- 
dustry ; (2ndly ) it means to us the transfer, enforced, 
compulsory transfer of one half our industrial popu- 
lation from fields of skilled labour to fields of unskill- 
ed labour, involving as its necessary consequence a 
distinct deterioration in their standard of life and com- 
fort ; ( 3rdly ) it means to us a fearful falling off in the 
condition and resources of the middle classes, who are 
the backbone of every fairly progressive community; 
(4thly ) it means to us a dangerous contraction of the 
total national provision for a growing population: 
changes all of a grave and wide-reaching character, 
amounting toa most disastrous economic revolution 
highly detrimental to the moral, social and intellec- 
tual well-being of the entire nation.’’* 


There has been such a strong revulsion in the mind of 
economic students against the rigidity of the theory of 
international exchange referred to above, that even in 
England, the strong-hold of orthodox views on this ques- 
tion, many conversions have taken place lately to the 
other side which emphasises the view of national, racial 
and imperial considerations so often ignored by abstract 
reasoners. <A writer observes :—“ And the practical con- 
clusion of it all is, (and it might be inscribed as a maxim 
over a nation’s ports in letters of gold ), that in the game 
of commerce which is being played between nation and 
nation :—Never sacrifice an instrument of production to a 
foreign nation for the sake of 3 merely cheaper product 





*G. V. Joshi’s Writings and Speeches, page 651. 
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of the same kind of instrument but better which they 
possess but which you do not; but do as you do at home 
and sacrifice it only to the acquirement of the superior 
instrument of production itself, which cheapened that pro- 
duct—if you can get it.” + 
101. Growth of Trade.—In the industrial ‘revolu- 
tion which occurred at the beginning of the last century 
in India, the indigenous producers lost their instruments. 
“The extraordinary rapidity with which the con- 
struction of railways in India was achieved, produced 
an economic revolution in that country which like all 
revolutions, was not unaccompanied by suffering. The 
obligation to save life in times of drought and the 
necessity of lines of strategic utility (for it was the 
mutiny which gave the first real incentive to construc- 
tion) have been the cause of that rapidity; and it has 
had for effect the destruction of the native industries and 
the concentration of labour on that very employment 
to which droughts are the most dangerous. Had 
strategic or economic considerations allowed the 
change to be more gradual, it is conceivable that 
greater powers of resistance might have been shown 
by the native industries, that the lessons of the West 
might have been taught before destruction was inevi- 
table, so that labour might have drifted to other occu- 
pations as well as to agriculture.” * 
The foreign trade of India reached a record figure in 
1913-14, and led the Director of Statistics to remark :— 
“In this connection one is bound to conclude that 
when the economic history of the period comes to be 
written, the striking characteristics will be not only 
the rise of prices and its effect on the various classes 
of the community and the country as a whole, and the 
success of the co-operative credit movement, but the 
great development of trade, and especially in the year 
under report, which shows India to be asregards trade 
a land of undefined dimensions.” } 
+ Joha Beattie Crozier : The Wheel of Wealth. 
* Loveday: Indian Famines. 
t Review of the Trade of India, 
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We give below a few figures relating to trade for the 
years 1904-05 and 1913-14, and the comparison will be 
found most instructive :— * 






1913-14 
Rs. (lakhs ).|Rs. (lakhs). 






























Total Foreign Seaborne trade ( merchandise ) 262,12 440,35 
Exports including re-exports 157,72 249,04 
Imports is Sei 104,41 191,31 
Net imports of treasure ... 22,97 36,36 
Net imports of gold 9,70 23,23 
Total inland trade ( merchandise ) 558,36 870,30 
» Ooasting trade ( merchandise ) 76,53 118,72 
» Frontier trade ( merchandise) .. 13,19 19,25 
Gross railway earnings ... bli = sx 39,67 62,56 
Railroad mileage: miles ... Mi ae ae 27,727 34,699 
Total area (1,000 acres) ... ie ue Aes 335,974 618,927 
Cultivated area — dies a i 207,721 224,165 
Wheat raised (1,000 tons ) fe ban 3 7,083 8,427 
Rice " ‘ se ae sit os 22,423 28,167 
Cotton (1,000 bales) a ae va aes 3,791 5,201 
Jute... 3 ue bee wee des me 7,400 8,7 
Goal (1,000 tons) 8,217 16,208 
Shipping : tonnage ... 13,881 17,386 
Customs revenue ( Rs. lakhs) ... 6,20 10,64 
Paper Currenoy ( gross circulation ) ... 39,18 66,12 
Population, last census (1911)... 315,083,772 
» preceding census (1901)... 294,292,433 





* Statistics relating to the years of the war period are not given as they re- 
present en abnormal state of things, and the last year of the. pre-war period is 
taken for comparison with 1904-05. 
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The share of trade per head of population in India is 
extremely small as compared with that of other countries, 
and is Rs. 13-3-as against Rs. 24-10 for Russia, Rs. 39 for 
Japan, Rs. 232 for France and Rs. 386 for the United King- 
dom. The increase in the value of the trade shown in the 
above table, is largely due to the enhanced prices of 
many of the staple products exported. The exports of 
food grains are almost negligible being, 4 per cent. of total 
production ; but the percentage of exports is very high in 
the case of cotton, jute, tea and indigo, half the quantity 
produced being exported. The following table gives the 
percentage of exports of certain principal crops to total 
production :— 


Percentage of Exports to production. 
The quinquennium ending in 1913-14. 


Rice... a see ws 9 Seasamum .. aus eve 25 
Wheat ree MT Te: | Sugar oo en ons one «5 
Cotton (raw) coe ana 55 Indigo... se aie Pree 
Rape and Mustard vee 23 Groundaouts ... ea wee 38 
Linseed... ae we TT Jute (raw) ... cos ooo 50 


192. Chief Features.——It is a remarkable feature 
of India’s foreign trade that the bulk of the imports 
consist of manufactured articles and half the exports of 
raw materials ; and this characteristic to which we have 
referred before, as a disagreeable indication of the rurali- 
sation of India, distinguishes even the latest trade statis- 
tics. When after the outbreak of the war, the capture- 
the-enemy-trade cry was heard on all sides, it was believed 
that India would be able to fill in the gaps left by the 
cessation of imports from enemy countries with similar 
products of home manufacture. But little success could 
be achieved in this matter ; and the reason why India 
failed when Japan could jump* with a bound to occupy 

* The pre-war average share of Japan in our imports was 2'5 per cent. ; it 
increased to 5:7 and to 8°9 per cent. in 1915-16 and in 1916-17 respectively. 
t Since the out-break ‘of war imports from Japan have increased by 266 per cent, 
as compared with:the pre-war quinquennial:averagé.and: the exports hy 57 per 
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our markets, was that this country was ill-equipped with 
the essentials of industrial progress and had to look on 
helplessly.t 


The grouping of articles of export and import in the 
trade statistics, is not very happy in view of an inquiry 
into the form and character of the articles exported and 
imported. Taking the classification as it is, however, we 
notice the following relative shares of the four different 
categories of articles :-— 

Exports (1913-14) Relative share of 


Rs. (lakhs) each class. 
1. Food, Drink and Tobacco ane oe = 64, 77 és see 265 
2. Raw materials sve ous vce §=2122,46 sei --- 5orr 
3. Articles manufactured ... se we 54,59 sé owe «2234 
4. Miscellaneous ‘es ar oP 2,41 sa aa 
Total se coo © 244,23 100 
Imports (1913-14) —_ Relative share of 
Rs. (lakhs) each class. 
1. Food, Drink and Tobacco aes eee «= -24, €6 Ses woe 13°4 
2. Raw materials etc. eee we =: 10,56 ee we «ss 58 
3. Articles manufactured see vee = 145,16 os wwe 192 
4. Miscellaneous was wae ove 2,87 aie woe «=o 16 


A CET, A TTD 


Total eee eee 183,25 ese eee Ioo 


That about 80 per cent. of the total imports and half 
of the total exports of merchandise should be manufactured 
articles, is a positive proof that Indian people lack the 
enterprise, the capital and the skill that are required to 
turn the raw materials into finished products. This re- 


eent. The chief article of import in 1916-17 was piece goods which were valued 
at Rs. 2,43 lakhs as against Rs. 6 lakhs, the pre-war quinquennial average. 
The next important articles were silk goods, hosiery, watches, glass and cotton 
yarn. Ascompared with the pre-war year 1913-14, glassware increased by 
Rs. 74 lakhs, watches by 52 lakhs, hosiery and hardware by Rs. 44 lakhs each, 
sugar by nearly Rs, 41 lakhs and cotton yarn by Rs. 39 lakhs.’—Review of the 
Trade of India, 1916-17. 


+ The Munitions Board is reported to have done a good deal in manufactur- 
ing locally articles which used to be imported and to have thus demonstrated - 
the industrial possibilities of India. Itis to be seen whether this experience 
leads to any substaintial and permanent results after the close of the War. 
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presents so much loss of productive power, and dependence 
on a single industry which is subject to the operation of 
the law of diminishing returns. The expanding imports of 
manufactured goods are taken as a welcome indication of 
the steadily growing purchasing power of the people and 
therefore of material prosperity. It is, however, forgotten 
that they also mean the displacement of the indigenous 
industries by foreign manufactures. 


Increasing exports are not always a sign of growing 
prosperity. In the case of India the expanding exports 
of raw materials represent the payments of various kinds 
that have to be made abroad. They consist of the Home 
Charge;, payment of interest and remittance of profits by 
foreign merchants and manufacturers working in this 
country. Little of the foreign trade of the country is in the 
hands of Indians and the gains of European shippers, plant- 
ers, miners, bankers, millowners &c., sent abroad take the 
form of the exports for which there is no return, unless a 
portion of these comes back as capital to be invested in 
industrial and commercial enterprise. India’s foreign trade 
will be decidedly profitable to her people if a large part 
of the raw materials were worked by them in the country 
and the profits of industry and trade remained in their 
hands. 


103. Absorption of Gold.—These are considera. 
tions which ought not be ignored in drawing conclusions 
from export and import statistics of India. The country 
must certainly import articles which it cannot produce or 
produce cheaply, and export indigenous products for 
which there is a demand in foreign markets. Indian 
staples like cotton, jute, tea, oilseeds and wheat command 
high prices abroad, and we can buy with these exports a 
larger variety and quantity of foreign goods, conducive 
to the progress and comfort of the people. Making 
allowance for the increased prices of the imported articles 
which are purchased with the exports of steadily growing 
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value and for the fact that these profits are partly 
absorbed by merchants, shippers, bankers and other 
middlemen, it must be admitted that the cultivator who 
grows the commercial crops has, during the last few years, 
been able to make some unexpected gain, though his cost 
of production and of living has gone up all round. 


The normal excess of exports over imports is paid to 
India by the Secretary of State’s drawings, which, how- 
ever, really mean a remittance from India to London, and 
the imports of the precious metals; and large quantities of 
gold have thus been recently absorbed in this country. 
‘The absorption of gold in India rose from Rs. 7} crores 
in 1890~91 to Ks. 12 crores in 1903-04, to Rs. 21 crores 
in 1907-08, to Rs. 254 crores in 1911-12, in 1912-13 to 
Rs. 314 crores and in 1913-14 to Rs. 344 crores.” Looking 
to the large population of the country, its illiteracy and 
economic backwardness, its lack of opportunities for 
industrial progress and its poverty, this absorption of 
gold is not to be wondered at. Though it is barely one 
rupee per head of the population, it must be admitted that 
the country will certainly benefit if the gold could be 
used as capital for the industrial development of the 
country. 


In this connection Mr. Findlay Shirras observes -~— 


‘It would seem that India is hoarding more than 
formerly, if by hoarding is meant the non-productive 
use of the yellow metal. It is used chiefly in the form 
of ornaments, and as is well-known, most of the gold is 
imported in small bars to meet a demand in the sama 
way as piece goods are imported...This accumulation 
of the precious metals is far greater than would be 
necessary to: develop the railways, schools, colleges 
&c., which are required atthe present time. If the 
gold absorbed in each year had been invested in rail- 
ways at thejordinary rate of 4 per cent., the interest 
alone would amount to Rs. 13 crores per annum or in 
the aggregate to over Rs. 142 crores. Had this been 
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so invested there would have been a great increase in 
production with a very considerable increase in well- 
being.”’* 

This is true enough. Some-of the gold coming into 
the country is, even under existing conditions, being 
probably used for productive purposes. But the producers 
are so scattered and the amounts falling to their lot are so 
small that the gold imports do not make much impression 
on the industrial situation. Ifthe Indian exports enable 
the people to bring more of foreign commodities so as to 
promote their economic development and_ well-being 
foreign trade must be a blessing, and the expansion of 
this trade is to be welcomed and fostered. This elemen- 
tary pxinciple is undeniable. The point, however, is that 
there will be a greater production of wealth and a larger 
number of people will benefit if some of the raw materials 
now exported to foreign countries to be received back in 
the form of manufactured articles from them, could be 
utilized in India and gave scope for the development of 
the talent, skill and enterprise of Indians themselves. 
Were it not for this feature of the question, there would 
be no international struggle for the capturing of markets, 
pushing and dumping of manufactures and a keen struggle 
for the promotion of national industries. 


104. Effect of Railways.—Railways and metalled 
roads have accentuated the economic revolution described 
above while they have, at the same time, brought about a 
better distribution of commodities among the various parts 
of the country. The motives which animated Lord 
Dalhousie in his enthusiastic advocacy of the promotion 
of Public Works, were more political and military than 
social and economic. 


“It was Lord Dalhousie’s dream to strengthen 
the domination not only of English rule, but of English 
trade and commerce in India and the permanent in- 


* Review of the Trade of India for 1933-34, 
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terests of this country were subordinated to this all- 
engrossing ambition. The contemporaneous rise of 
the school of Free Trade in England and the great 
reputation which its apostles enjoyed, furnished the 
metaphysical groundwork for this essentially selfish 
and grasping policy. The value of India to the British 
nation was measured by the quantity of raw material 
which the resources of Indian agriculture enabled it 
to export for the feeding and maintenance of the 
Lancashire manufactories. India was to devote all 
its energies to raise the raw exports, and canals, rail- 
roads and improved communications were to be pushed 
on at any cost to facilitate the export of raw materials 
and the import of English manufactures. India’s own 
industrial needs were of comparatively no conse- 
quence*.”’ 

Anomalies of railway rates which tend to encourage 
the exports of raw materials and imports of manufactured 
goods at the cost of indigenous industries and internal 
commerce, are a standing grievance.+ The situation in 
India in the matter of her railways and trade is peculiar 
and a comparison of it with the expanding commerce of 
self-governing Dominions, for instance, where railways 
have been constructed with borrowed capital, is mis- 
leading. 

Besides the difficulty about railway rates, which 
hampers the growth of industries, there is another feature 
of Indian commerce that must be noted in this connection. 
The total value of India’s sea-borne foreign trade which 
reached Rs. 440 crores in 1913-14, has evoked expressions 
of satisfaction. 


“But who handled all this? From loading into 
the railway trucks to the place of consumption in the 
case of exports and from the place of manufacture to 
almost our doors, in the case of imports, we do not 

* Joshi’s Writings and Speeches, pages 674-675. 


+ Proceedings of the Viceroy’s Legislative Council in connection with the 
management of State railways in India, 
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deal with it. We buy and sell in our towns and 
villages and we have nothing practically to do with 
it beyond our noses.”* 


Ii the charges for financing, freight, insurance and so 
forth, connected with this large volume of trade, are calculat- 
ed at 5 per cent., the loss to Indian people will work at 
Rs. 22 croresa year! This is why the growing foreign 
trade and the expanding railways of India do not bring 
in to the people an adequate return, and do not bear com- 
parison with the eminently satisfactory state of things 
which characterises other countries which are developed 
by railways. 


105. Means of Communication.—During the 
twenty years 1892-1912, the total mileage of railways has 
more than doubled.f 


“ Railways have now linked up different parts of 
the country and have constituted India into, as it 
were, one market. The deficiency in one part of India 
now makes itself felt all over the country within a 
very short space of time and is made good at once, 
the rise in the price-level being comparatively small. 
Every village and every district which is connected 
by rail are no longer self-supporting units. The 
powerful and ubiquitous agency of organized com- 
merce has taken the place of the former system, the 
isolated and self-sufficing village.” ft 


Statistics showing the growth of railway mileage 
and traffic are given below :— 


* Report of Eighth Indian Industrial Conference, page LIV. 

+ The number of miles of all railways open for traffic at the end of 1913-14 
was 34,656 as compared with 27,727 in 1904-05, the increase in the decade thus 
being 25 per ccnt. 

The total number of passengers carried was in round number 458 millions 
of whom about 411 millions were third class passengers. 

The total quantity of goods carried was 82,613,000 tons. 

+¢ K. L. Datta: Report on High Prices. 
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No. of Goods traffic. 


Mil Passengers. No. (1,000). 

Year. are Quantity Average 
aie Tl rst and 3rd tons rate per.ton 
traiic. {Class. Class. Inter. Class. Total. [(1000) perM.(ps.) 

| 
‘ 1853 P 20 eee eee | sea | one vee ene vee 
[ 8 73 5,697 ee tee 


| 
1893 | 14,465 a | ss a we «128,847 
| 5,073 | 131,512 |151,5€6 135,642 6.00 


1903 26,851 | 594 2,580 | 7,214 | 184,292 | 210,231 147,684 5.64 


1908 30,576 | 748 


3,3e7 | 10,060 | 284,575 321,169 62,398 5.09 
H 
1913-14 34,656 | 813 


12,371 | 410,960 hata ha 4.64 


This extension of railways has revolutionised 
the internal trade of the country. The extension 
of metalled roads has assisted in this revolution, and 
owing to the good prices which producers can com- 
mand, there isa great demand for the construction of 
feeder lines and of roads to link up the interior with the 
trunk lines. There were in pre-British times only a few 
fairly good trunk roads, and it was in the fifties of the last 
century that a systematic effort was begun for extending 
these communications. * The railways themselves creat- 
ed a demand for metalled roads and the Public Works 
Department and the Local Boards are now charged with 
the responsibility of maintaining communications. 


1898 | 21,993 | 611 2,253 
| 3,460 








This improvement in communications has stimulated 
trade from the interior to the ports and between different 


* “© Roads have been difficult to construct and keep in repair. For in the 
great Plains, which are built up of river-borne soil, there is no road metal at 
hand, and until the British had constructed railways, it was too difficult and 
costly to bring stone from a distance So that the roads were merely beaten 
tracks across the fields, thick with dust in the dry season and impossible on 
account of mud in the wet. In the hill districts, heavy gradients and torrential 
downpours defied the road builder. Even now there are only 54,000 miles of 
metalled road in the country, that is, less than one mile of good road for 
each thirty square mile of lend" :—C. B. Thurston: Economic Geography of 
the British Empire. 
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places in the interior itself. Many of the railways have 
diverted the old course of trade, new centres have been 
formed and the prosperity of old trade centres has declin- 
ed. In the interior of the country, bullock carts are still 
indispensable for the transport of goods, though the 
railways and motor transport have considerably displaced 
the carts and the pack animals. The old caravans are no 
longer necessary and exchange has been vastly increased 
by the reduction of the cost of transport. Railway and 
maritime freights have steadily gone down and India’s 
foreign trade has thereby expanded with great rapidity. 

The Pest Office and the Telegraph* have largely 
stimulated interenal and foriegn exchange. The rapid 
development of the Post Office will be seen from the 
following statistics :— 























Miles of Mail 
Year. lines, land oy ds ee Letters. Parcels, 
and sea. ° ° 
1890-91 109,232 9,419 101,062 179,678 1,90r 
1900-01 133,600 12,970 218,351 250,858 2,679 
19lo-1! 157,759 18,813 413,437 413,677 6,861 
1913-14 155,806 18,946 455,945 467,071 | 12,667 


N. B.--Thejfigures are injthousands. 





a il 


196, Inland trade:—Complete and reliable statistics 
for internal trade are not available. But from those that 
are compiled, it is estimated that the inland trade is about 
three times the foreign sea-borne trade. 

“If, to the former, are added the trade by rail 
and river between the internal divisions of provinces, 
( which is recorded but not taken into account in the 
Imperial accounts ), as also the coasting trade, the 
total internal trade comes to about three times the 


* The number of inland telegraphic messages increased from 10 3/4 millions 
in 1909-10 to about 15 millions in 1913-14. The increase in the m= of 
foreign messages was from 12 3/4 lakhs to 164 lakhs. 
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foreign sea-borne trade.* The rail-borne trade, how- 
ever, it should be remembered, between one station, 
and another within the same internal division of a 
province, or within a Native State, is not recorded.” 


The port towns of Calcutta, Bombay, Karachi and 
Madras play an important part in the internal trade ; and 
the bulk of the traffic, representing about two-thirds of 
the total trade, flows directly to and from the chief ports. 


“The articles of exports are generally indigenous, 
and the importance of the provincial trade depends 
on the production of the staple articles in the respec- 
tive provinces. Bengal’s position in the inland trade 
is high on account of jute, rice and other food-grains, 
oil-seeds, coal and tea produced in the province. 
Bihar and Orissa is important for its enormous produc- 
tion of coal. Teais the staple product of Assam ; 
Cotton, wheat and seeds of the Bombay Presidency 
and Sind; cotton and groundnuts in the Madras Pre- 
sidency, spring and winter crops (e. g., rice, wheat, 
gram, lin-seed, rape-seed, &c. ) in the United Provine 
ces and the Punjab chiefiy account for the large 
movement of these articles to Calcutta, Bombay ports, 
Madras ports and Karachi. ”’ 


The coasting trade from one port to another in 
British India, Native States and Foreign Possessions is of 
a similar character, and its net value in 1913-14 was 
Rs. 68.44 crores. The land frontier trade is much smaller 


* “ For neatly forty years India has possessed a system of inland trade 
registration, and in this respect is more fortunate than most countries. The 
registration of the trade is done mainly from invoices by the audit offices of 
tailways, by inland steamer agencies, and by registration posts at selected river 
stations. For this prupose the country is divided into seventeen trade blocks, 
which are further subdivided into minor or internal blocks.” The quantity and 
value of total merchandise imported and exported from Provinces, Native States 
and chief seaports, by rail and river, were as follows:— 

Quantity (in thousands of tons ). Value (in lakhs of Rs.) 
1913-14 ees tee See 67,502 isk as se —« 8, 94,06 
1914-15 — wes wae 63,346 sae 6 ..  7,87,02 
1915-16 eos eee eee 64,914 ove coe we 895,77 
1936-17 ( Estimated ) 67,625 seu ene nen: 10424438 
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and was valued in that year at Rs. 21.44 crores. Persia, 
Afghanistan, Dir, Swat and Bajaur, Central Asia, Nepal, 
Tibet, Sikkim, Bhutan, Western China, Shan States and 
Siam, participate in this trade. The imports from these 
places consist mainly of raw materials such as wool, 
timber, hides &c., and the exports to them of piece goods, 
metal manufactures &c. 


107. Extinction of Indigenous Shipping :— 
“Thus has passed away one of the great national 
industries of India after a long and brilliant history, 
covering, aS we have seen, a period of more than 
twenty centuries. It was undoubtedly one of the 
triumphs of Indian civilization, the chief means by 
which that civilization asserted itself and influenced 
other alien civilizations. India now is without this 
most important organ of national life. There can 
hardly be conceived a more serious obstacle in the 
path of her industrial development than this almost 
complete extinction of her shipping and ship-building.”’* 


In these words does prof. Radhakumud Mookerji 
deplore the disappearance of one of the great indigenous 
industries of India. The total extinction of Indian ship- 
ping and the entire dependence of this country for trans- 
port of its exports and imports upon the mercantile marine 
of other countries, is:a striking feature of the economic 
revolution which is the subject of the present chapter. 


_Atone time Indian shipping was extensive and the 
ship-building carried on in Indian ports was a profitable 
industry. But the old vessels and sailing ships have been 
displaced by foreign steamers most of which are of very 
high carrying capacity. And the total freight on the 
growing foreign trade of the country means a loss of no 
less than Rs. 30 crores a year, to which must be added 
the heavy loss to the people on account of the disappear- 





*Radhakumud Mookerji; History of Indian Navigation and Maritime 
Activity. 
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ance of a valuable industry. An idea of the shipping 
engaged in the Indian trade may be obtained from the 
following statistics :— 


No. of vessels. Tons (1,000) Average. 


1910-11 8,561 14,994 1,751 
1911-12 8,868 16,616 1,874 
1912-13 8,749 17,484 1,998 
1913-14 8,617 17,386 2,018 
1914-15 7,960 12,857 1,611 
1915-16 8,634 12,152 1,407 
1916-17 10,356 11,954 1,150 


Since the opening of the Suez Canal, foreign trade 
has been carried mostly in steamers at the expense of 
sailing vessels. 

“A few sailing vessels still visit Calcutta, but the 
sailing ships entering other ports are now almost 
entirely those classed as native craft which, though 
numerous, contributed in 1913-14 less than one per 
cent. of the tonnage, and were engaged in trade chief- 
ly with East Africa, Arabia, Persia and Southern 
Asia. They are slowly but surely disappearing.” 

The vessels which enter and clear the ports of India 
for the most part fly the British flag, the tonnage of 
vessels sailing under that flag representing about 75 per 
cent. of the whole,.of which 2 per cent. is the tonnage 
of vessels under the British Indian registry.” 


108. Foreign Shipping and Subsidies:—‘Vessels 
belonging to foreign countries are obtaining an increas- 
ing proportion of the carrying trade, and the Govern- 


* Review of the Trade of India, 1913-14. 
In 1913-14 the numbers of vessels under the principal flags were, British 


and British Indian, 5,454, German 559, Austro-H ingarian 285, Japanese a 
Norwegian 80 and French 60. 


While, of course, enemy ships disappeared during the war, there was a ge 
increase in the number of Swedish, Norwegian, Dutch and Japanese vessels that 
entered and cleared in the foreign trade. Japanese vessels increased from 130, ° 
the pre-war average, to 283 in 1915-16 ond to 477 in 1916-17, 
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ments of those countries pay large subsidies for encourag- 
ing navigation, ship-building and the extension of steam- 
ship routes.’ The total amount of subsidies of all kinds 
paid by the Japanese Government to its steam-ship com- 
panies in 1911 came to more than Rs. 2 crores. With 
the help of the State, Japanese industries and trade have 
been making rapid progress, and shipping and ship- 
building have not been neglected by that progressive 
nation. The following table shows the nationality of 
vessels entered and cleared in Indian ports. The figures 
exclude native craft and vessels * engaged in the coasting 
trade :— 
Nationality of vessels entered and cleard. 






| | 
1911-12 1912-18] 1913-14 1914-15) 1915-16 1916-17 
| 


a ete ere AE ee 











British wee = woof «5,117 | «5,181 | 4,827 | 4,827 | 5,067 | 4,886 
British Indian yee 647 | 609 503 600 539 762 
Japanese... ax 121 198 191 183 283 479 
Norwegian ... ex 134 141 80 158 17 67 
Dutch... os oS 82 120 131 128 141 213 
Italian te oe 83 90 73 83 91 86 
Russian see ae 45 47 44 33 51 45 
Swedish de sed 6 11 13 22 40 51 
French nes ds 58 47 60 35 9 6 
American . si bea os ws 13 18 
German ae = A72 509 559 172 ae 
Austro-Hungarian... 213 245 285 83 . 

Other nationalities... 22 23 30 30 38 25 


Total | 7,000 | %,161'| 6,920} 6,349 | 6,449 6,055 


| § sonutineouabiaie 

* The total entries and clearances in the coasting trade of all vessels with 
cargoes. excluding native craft, decreased, in 1916-17 to 10,830 vessels with a 
bur‘en of 13 million tons, from 13,011 vessels with 16 million tons in the pre- 
ceding year and 18,750 vessels with nearly 29 million tons, the pre-war quine 
quennial average. In the coasting trade the percentage of British Indian vessels 
in the total tonnage exeluding Native craft has increased from 8 per cent. in the 
pre-war period to 13:per cent. in 1915-16 and 15 per cent. in 1916-17. British 
vessels formed more than three-fourths of the total tonnage. The number of 
native craft employed in the coasting trade was a little more than 150,000. 
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It may be contended that a large mercantile marine 
ig not indispensable to the greatness or even to the 
prosperity of a nation, and the contention may be based 
upon the theory of the division of labour among nations 
and of specialization. It is beyond all dispute, however 
that, 

‘** Maritime transport is a lucrative industry, and. 
that a country which, like Holland in former times 
and England to-day, transports the goods of all other 
countries, will find profit in doing so; while the coun- 
try which has to apply to other countries to transport 
its own products must evidently pay the price of it. 
Thus France, who transports only a small proportion 
of her exports, has to pay over £12,000,000 annually 
to foreign ship-owners ; while England who transports 
two-thirds of the tonnage of the whole world, and who 
besides builds ships for all nations, gains by this two- 

- fold commerce over £ 80,000,000 per annum.” + 

Gide, who describes what strenuous efforts* the French 
Government has been making to promote the growth 
of French shipping, anticipates the Free Trade argu- 
ment ‘that it may be much more advantageous for a coun- 
try to have its goods transported cheaply by other coun- 
tries better equipped for the purpose than to do it itself’, 
and asks in reply ‘whether it would not be good for a 
country as favourably situated as the others to do it itself.’ 

With a growing foreign trade India is nowhere in the 
matter of shipping and ship-building when compared to 
other countries. Here is an important avenue of wealth- 
creation.for the Indian people. If India can transport her 
imports and exports in her own steamers, she will save 
Rs. 30crores a year in freights§ and will give employment 

¢ Gide: Political Economy, 

* These efforts have apparently proved, according to Gide’s showing, 
wasteful as the nation has hardly received in return even a portion of the value 
spent in subsidies to ship-owners and ship-builders. 

§ The freight per ton to London for Indian rice and wheat, which was 
about II s.in 1896, 15s,in 1906 and £145. in 1914, rose to£4 in 1915 
and to £ 8 8 s, in 1916 ! 
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to thousands of workmen of all grades. It is anamalous 
that India should be entirely dependent on other coun- 
tries ina matter like this when the traditions of the 
people ensure the success of indigenous shipping and the 
requirements of economic progress demand development 
in that direction. 


109. Summary.—We have attempted to explain 
the condition of Indian trade, seaborne and inland, in 
this chapter which we have headed ‘Economic Revolution’, 
and it is hoped the reader has realized how the revolution 
came about. From the dawn of history down to the 
eighteenth century, India occupied a pre-eminent position 
in the world as a great industrial and commercial country, 
_ whose wealth attracted to its shores merchants from all 

quarters of the globe. Indian mariners ventured to 
distant seas and the products of the Indian soil and of 
Indian workmanship found a market in far-off lands. 


The fame of Indian wealth led European nations to 
compete with one another for securing a monopoly of trade 
with this country, and since the establishment of British 
supremacy in India, her foreign trade has steadily increas- 
ed. The means of communication in the country were, 
however, very defective and merchants could not pene- 
trate the interior. But with the advent of railways, 
the situation underwent an important change. The 
continent was traversed by trunk lines which con- 
nected the ports with the interior, and the market for 
Indian produce steadily expanded in foreign countries, 
as India provided a widening market for the manufac- 
tures imported from abroad. 


The influx of large quantities of cheap fabrics manu- 
factured in factories run with steam-power, steadily dis- 
placed from the Indian market the products of indigenous 
industries, and India tended to become more and more a 
predominantly agricultural country exporting raw 
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materials and taking in return for them finished goods. 
Improvement of communications has lowered the cost of 
transport and the Indian cultivator has been brought into 
contact with the western consumer. Foreign demand for 
India’s raw materials has enhanced their value and to that 
extent the purchasing power of the Indian rayat has 
increased. This must, however, be regarded as an inci- 
dental gain, not sufficiently large to compensate for the 
loss of productive power which the decline of Indian 
industries has entailed. The economic revolution has 
thus proved disastrous to India and a counter-revolution 
rehabilitating India’s industrial position is urgently needed 


The extension of metalled roads and railways has 
revolutionised the old system of exchange in the country 
itself as that with foreign countries. But the policy of 
railway construction was not pursued with a view to the 
encouragement of indigenous industries, and has only 
resulted in their decay. The foreign trade of India, which 
is going up by leaps and bounds, is also not in the hands 
of the Indian people and the huge profits made out of it, do 
not enrich the country. The shipping employed in the 
transportation of exports and imports, is not Indian, and 
the financial organization is not in Indian hands; and 
thus crores of rupees which would have otherwise remain- 
ed in India and increased the supply of indigenous capital, 
are lost to the country. 


On the orthodox theory of international exchange, 
this position is an illustration of an international division 
of labour and of specialization. But we cannot view the 
situation with such complaisance. The rustication of 
India is a great danger and her people cannot be satisfied 
with a mere theory when other nations have pusb- 
ed their commerce and industries with the direct and 
indirect assistance of the State at the expense of India. 
The doctrine of international exchange is correct, but 
conditions in India are abnormal and, as a result, her 
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people are not calculated to benefit by foreign trade to 
the extent they should, under existing circumstances, 
India must, therefore, manufacture her raw materials 
more and more, and her people must control her trade, 
industries, shipping and financing. This is the counter- 
revolution to which we look forward, and the energies of 
the people and the State must be bent towards the attain- 
ment of that goal. 


Chapter IX. 
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110. Freedom of Trade.—The account given in the 
last chapter of the economic revolution which has taken 
place in India and has reduced the people to the state of 
producers of raw materials and consumers of foreign 
manufactured imports, leads naturally to a discussion of 
the question whether it is desirable that trade should be 
left to take its own course or it should be so regulated as 
to move in certain channels with a view to its conferring 
upon the nation specific economic benefits. As we have 
shown in the last chapter, the theory of international 
trade extends the idea of the simple and mutually bene- 
ficial exchange between individuals, to the commerce 
between communities and countries, and on that theory, 
nothing can be more detrimental to humanity than any 
restrictions upon free intercourse between nations. 


This theory took a long time to develop and to be 
put in practice. Commerce with strangers was, for 
centuries, looked upon as a bargain in which one of the 
two parties derived benefit, and foreign trade was nothing 
but the exploitation of foreign countries for the ad- 
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vantage of one’s own nation. The Physiocrats believed 
that foreign trade, like domestic, produced no real wealth 
and if one of the parties to the bargain gained, it was at 
the expense of the other. They, however, condemned 
the restriction of foreign trade on the ground that liberty 
and free competition alone made plenty possible. 


lil, Mercantilism.—The Physiocratic doctrine re- 
presented the reaction which took place in France against 
Mercantilism that held the European field for nearly 
three hundred years. Adam Smith, following and im- 
proving upon the Physiocrats, led this movement in 
England, and the policy of commercial restriction became 
discred:.ted there till in 1845 the last shackles on inter- 
national exchange were thrown off and the flag of free 
trade was planted on the citadel of British mercantilism. 
It was at one time the fashion to pass wholesale con- 
demnation upon the thought and policy of Mercantilists 
but they have recently been better appreciated. 


Mercantilist tendencies which prevailed in Europe in 
the sixteenth, seventeenth and eighteenth centuries, are 
thus summarised :— 


“(1) Towards over-estimating the importance of 
possessing a large amount of the precious metals; 
(2) towards an undue exaltation (a) of foreign trade 
over domestic, and (4) of the industry which works up 

‘materials over that which provides them; (3) towards 
attaching too high a value to a dense population as 
an element of national strength; and (4) towards in- 
voking the action of the state in furthering artificially 
the attainment of the several ends thus proposed as 
desirable. ’* 


In spite of the obvious errors and exaggerations of 
Mercantilism, the circumstances of the time, it is now 
conceded, necessitated its adoption and even rendered it 
beneficial. Even Adam Smith justified certain exceptions 





*Ingram: History of Political Economy. 
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to his general doctrine of liberty and approved of the 
Navigation Act on the ground of defence being more im- 
portant to a nation than opulence. The theory of 
commercial freedom was perfected by Adam Smith's 
followers, and in the hands of Ricardo and Mull, it assumed 
a rigidity which in its turn, provoked a reaction. By the 
middle of the nineteenth century, the Free Trade theory 
of the Classical School had won a complete triumph in 
Europe. 
“ Freedom of international trade was accepted as 
a sacred doctrine by the economists of every country. 
In Germany, as in England, in France as in Russia, 
there was complete unanimity among scientific autho- 
rities. The socialists at first neglected this topic, and 
when they did mention it, it was to express their 
complete approval of the orthodox view.” t 


112. Reaction.——But the sense of triumph felt by 
the advocates of free trade was rudely disturbed by the 
appearance of List’s system cf National Political Economy , 
The political and economic condition of Germany favoured 
the success of his book and of the new doctrines it 
preached, and the publication of List’s work was as great 
@ land-mark in the development of economic thought as 
the appearance of the Wealth of Nations had been two 
generations before. List’s work was characterised by 
originality, and he was a pioneer in the field of develop- 
ing national Political Economy. He introduced two ideas 
that were new to current theory namely, ‘the idea of 
nationality as contrasted with that of cosmopolitanism, 
and the idea of productive power as contrasted with that 
of exchange values.’ 


High hopes had been entertained about the spread 
and acceptance of the free trade doctrine, and it was 
believed that a new era of universal peace and amity had 
‘dawned. But this dream was shattered by the awakening 


ed 








{+ Gide and Rist: A History of Econonsic Doctrines. 
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of national conciousness in countries which were econd- 
mically backward and by the growing desire among them 
for many-sided national development. List maintained 
that regulation of trade and industry was necessary for 
the systematic development ofa nation’s resources and 
of its latent productive capacity, which may be hampered 
by foreign competition. 


“The American economist, Carey, directed his 
attack, like List, against the industrial pre-eminence 
of England and substituted for the ideal of interna- 
tional division of labour the ideal of independent 
nationality, each nation devoting itself to all branches 
of economic activity, and thus evolving its own 
individuality.” 

The wave of reaction which was thus ushered in 
spread all over the world, and there is not a single country 
in the world to-day, excepting England, which has not 
discarded the absolute doctrines of the classical school of 
Political Economy. And even in England the movement 
against an attitude of indifference towards commercial 
and industrial organization, has gathered force and the 
experience of the greatest war known to history, has 
necessitated a revision of national economic ideas and 


policy. 


His. Colonial Policy.—European nations, in the 
grip of Protection, endeavoured to stimulate manufactured 
exports and to discourage imports from foreign countries, 
except raw materials and the precious metals. They 
exercised a rigid control over the trade of their colonies 
in the West and the East and manipulated it in such a 
way as to benefit the mother country at the expense of 
their economic development. Spain monopolised the trade 
with hér colonies in the new world and tried to prohibit 
other countries from participating in it. The wars of 
England with Spain, Holland and France during the 
seventeenth and eighteenth centuries were colonial and 
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commercial wars, andthe jealousies which have marred 
the friendly relations of European powers with one 
another, during recent years, have been also commercial. 


The settlements, protectorates and spheres of in- 
fluence of European powers in Asia, Africa and America, 
which are inhabited by backward races are fields of 
economic exploitation, and attempts are made to keep 
them as preserves for the trade and industries of the 
mother country. But colonies where white populations 
have settled, can no longer be treated as plantations used 
to be in olden times, and the Americin War of Indepene 
dence taught a lesscn which has been taken to heart. 
The tendency now is to draw together countries inhabited 
by people of the same race and bind them by ties of pre- 
ferential tariffs. Large aggregates thus form: customs 
unions and they trade freely among themselves, only 
penalising the trade of foreign countries. 


While tariff wars are, therefore, waged with foreign 
and rival countries, concessions are given by friendly 
nations to one another. The tariff reform movement in 
England has thus two aspects: it is intended to protect 
British industries against the encroachments of foreign 
nations ; and by it the Dominions are to be linked closely 
to the mother country by ascheme of preferential trade 
within the Empire. Mr. Joseph Chamberlain initiated 
the movement soon after the Boer war, and though, owing 
to the continued prosperity of England, in spite of or as 
a result of her free trade policy, it was discredited for a 
time, the world war added tremendous weight to the 
demand for Protection and Imperial consolidation. 


This essence of British Imperialism and Tariff Re 
form found clear expression in the speeches of Mr. Chame 
berlain and the writings of the Tariff Reform League. 
In March 1907, the London-Chamber of Commerce passed 
the following resolution :— 
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“This meeting of the London Chamber of Com- 
merce is of opinion that the present fiscal system is 
no longer suited to the needs of the country, and that 
it should be altered in such a manner as will enable 
us, first, to promote the commercial union of the 
Empire on a preferential basis: and second, to raise 
@ proportion of our revenue from the imports of foreign 
manufactures, which will tend to safeguard our 
industries from the unfair competition of foreign 
countries.””* 

The case for British Tariff Reform and preferential 
trade within the Empire, stands or falls with the general 
theory of Protection and its applicability to the peculiar 
conditions of England and the other parts of the Empire. 
Bound no subject has such bitter controversy raged as 
round that of the comparative merits of Free Trade and 
Protection. Let it be noted here that Protection as com- 
monly understood and defined, is a systematic attempt to 
develop the industries of a nation by the imposition of 
discriminating duties on manufactured goods imported 
from other countries. Import and export duties are the 
usual means employed to protect and promote industries 
and to retaliate upon foreign countries for their policy of 
restriction. Those who are opposed to Protection, insist 
upon the absolute freedom of trade as being essential for 
the development of a nation’s resources and regard every 
interference of the State with the freedom of competition 
as detrimental to the best interests of the community. 
Protection has reference, therefore, not only to restrictive 
import and export duties but also to other measures taken 
by the State such as bounties and subsidies, for the 
protection and encouragement of national industry and 
trade. 

The Protectionist’s potent weapon, however, is the 
import duty with which he fights with the foreign manu- 


| nee coed 





*See the Author's Indian Industrial and Economic Problems, Chapters 
I aad IT. 
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facturer and seeks to keep out his commodities in order 
to give a fair field to the indigenous producer. This policy 
is a legacy of the times of the Mercantilist regime, and 
the spirit of modern Protectionism is the same though the 
form of the protection given and the grnunds on which 
it is given, may have slightly changed. Advocates of 
Protection also seek to reconcile their theory to the 
general development of economic doctrines and thus to 
defend themselves from the criticism which is regarded as 
justified against Mercantilism. 


14. The Controversy.—Opinion on this question 
of choice between the Jaissez faire doctrine and bene- 
volent State intervention forthe protection of national 
industries, ranges over a wide area. Some pin their faith 
to the natural order and the beneficence of free com- 
petition ; others, while accepting this doctrine in general, 
would relax its rigidity under certain exceptional con- 
ditions ; and several maintain that under a system of 
natural liberty, a nation’s prosperity is endangered and 
therefore State regulation of industry and trade are 
absolutely essential. While on the subject of inter- 
national trade, we have shown that in theory exchange 
of commoditions between nations, as between individuals, 
is advantageous to the parties concerned, but that in 
applying this theory, certain peculiar circumstances have 
to be taken into account. Asa practical measure, there- 
fore, protection will not be a panacea for all economic 
ills as free trade will not prove uniformly beneficial. 


Economists have taken pains to expose the common 
fallacies underlying Protectionism, and some of the 
absurdities of that position, though not obvious, are not 
difficult to appreciate. The faith of the free trader in his 
favourite doctrine is also touching, and it is necessary to find 
out what truth there is in the contention of the two sides. 
What commercial policy it is desirable to pursue in India, 
will best be decided in the light of this discussion.. The 


Protection can not certainly work wonders and it 
must work within certain limits of general economic 
advantages. 


“On the other hand, the free traders fail to make 
allowance for an important element inthe problem. The 
essence of free-trade is cosmopolitanism; the essence 
of protection is nationalism. Free trade holds up to our 
contemplation the ultimate economic ideal, but fails 
adequately to reckon with actual forces. The univer- 
sal republic is farin the distance, and the separate 
nations still have an important function to subserve in 
developing their own individuality and thus con- 
tributing distinctive elements to the common whole. 
Legitimate competition pre-supposes, as we have seen, 
a relative equality of conditions ; as long as the grow- 
ing nations of the world are in a state of economic 
inequality, we must expect and not entirely disapprove 
the effort on the part of each to attain equality by 
hastening its own development. Ultimately, no doubt, 
patriotism will be as much of an evil as particularism 
hes now become; but in the present stage of human 
progress patriotism is a virtue. Free traders often 
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overlook the sound kernel in what seems to be the 
apple of discord.’’* 


This is a sound conclusion which an unbiased and 
practical consideration of the arguments on the two sides, 
leads one to accept. If and to what extent a nation 
shuuld resort to protectionism, must be decided on a 
review of several factors pertaining to the political, social 
and economic conditions of the nation. Protection is 
unsuited to countries the bulk of whose exports are of an 
industrial character. 


‘“* But when the economic resources of a country 
are not yet fully developed, it may none the less be 
desirable to accelerate the pace in the interests of its 
own immediate national progress, with the idea that 
the contributions of fully mature and economically 
well-rounded nations to the commonwealth of the 
globe will in the long run exceed the gain from an 
uneven and one-sided evolution.’’* 


Some of the evils which come in the wake of Pros 
tection, are patent, and freedom of exchange and of 
competition must be ensured as far as practicable. But 
competition may be unfair and the weak party has to be 
protected by the intervention of the State. Restriction 
may also become necessary for national defence, and the 
larger interests of the nation as a whole may require the 
imposition of restrictions on freedom, and the regulation 
of exchange. International harmony is a desirable and 
noble ideal, but no nation can afford to look on unconcere 
nedly while its neighbours are arming and preparing to 
attack it. If another nation sets up a rival industry and 
promotes it by means of bounties and subsidies so as to 
kill your industry ultimately, you have to take measures 
to protect it. Bolstering up of industries in the face of 
natural disadvantages, is a wasteful proceeding, but 
stimulus given by the State by means of import duties, 








* Seligman, 
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financial assistance, scientific advice or otherwise, may 
create conditions that will prove favourable to the revival 
of old or establishment of new industries. 


115. The Indian View.—We have briefly described 
in the last chapter the economic revolution which took 
place in India in the course of the nineteenth century. 
England was, at the time the revolution commenced, in 
the grip of the protectionist and colonial policy. Heavy 
import duties were levied upon Indian manufactures going 
into England, and instead of conserving and improving 
the nascent industries of India, the East India Company 
looked only to its dividends and political power. When 
Englaud was protectionist, India suffered from protec- 
tionism and when free trade became the fiscal creed 
of that country, India still continued to suffer owing to 
unfair competition and neglect of the indigenous in- 
dustries. Indian people had little voice in the governance 
of the country and the determination of its policy, fiscal 
or otherwise. Their interests could not, therefore, be 
safeguarded, when other interests, notably those of 
British manufacturers and merchants, came in conflict 
with them. 


To honest free trades it did not matter if one after 
another Indian industries decayed and the country came to 
depend entirely upon agriculture. They rejoiced that the 
foreign trade of India steadily expanded and they pointed 
to it as a measure of prosperity. Opponents of free trade 
wanted protection, but not for Indian industries. Indian 
markets were to be thrown more widely open to British 
manufactures and closed to foreign goods. India has 
had no independent fiscal policy consonant with the 
opinion of the intelligent public. 


‘Public opinion in India is overwhelmingly pro- 
tectionist. If che were granted her fiscal freedom 
there is no doubt that she would use it to erect a high 
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tariff which from the nature of her trade would be 
directed chiefly against British goods.”’* 


This impression formed by Prof. Lees Smith, of 
Indian feeling, correctly reflects the situation. Being a 
confirmed believer in the doctrine of free trade, an 
examination of conditions in India, convinced him of the 
futility of protection and led him to the conclusion that 
‘India needs a strong free trade school among her 
thinkers and administrators.’ Among the latter he may 
find a large number of free traders. Butin the peculiar 
situation in which India stands, he hopes in vain for the 
establishment of a free trade school in this country among 
Indian thinkers. The latter appreciate the good points 
of thefree trade position and the drawbacks of protection- 
ism. But in their view the balance of advantage lies in 
protectionism judiciously applied. 


Earlier Indian thinkers were strongly impressed with 
the advantage of free trade for India, but they found that 
the Indian fiscal policy was not genuine free trade and 
that the political and economic condition of India pro- 
vided a clear case for the adoption of protection, or it 
came under the exceptions admitted by free traders them- 
selves. Since 1882, the Indian tariff has been a revenue 
tariff and the 314 per cent import duty on cotton piece 
goods is counterbalanced by a countervailing excise duty 
on cloth produced in Indian mills. No fiscal measure has 
evoked a stronger adverse criticism in the press and the 
Legislative Councils, from Indians and Europeans, than 
this unjust impost. But the Government of India, even 
though sympathetic, is helpless and the Secretary of 
State for India cannot resist the pressure of Lancashire.} 

M6. Indian Protectionists.—Referring to the 
comment of the Times of India on Lord Salisbury’s tele- 
gram asking the Indian Government to abolish the import 


*H. B. Lees Smith : India and the Tariff Problem. 
t Author’s Gokhale and Economic Reforms, pages 34-37, 
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duties on cotton, that ‘the real object was to “nip in the 
bud ” the rising factories in India—the ostensible reason 
assigned is free-trade, Dadabhai Naoroji observed :— 


“T give credit to the Secretary of State for honesty 
of purpose, and take the reason itself that is given 
on this question, viz., free-trade. I like free-trade, but 
after what I have said to-night you will easily 
see that free-trade between England and India in 
a matter like this is something like a race be- 
tween astarving, exhausting invalid, and a strong 
man with a horse to ride on. Free-trade between 
countries which have equal command over their own 
resources is one thing, but even then the Colonies 
snapped their figures at all such talk. But what can 
India do? Before powerful English interests, India 
must and does go to the wall.” t 


Mr. Ranade exposed the evils of a /aissez faire policy 
pursued in India and showed how State assistance was 
needed for the economic development of the country. 
His essay on Indian Political Economy, in which he 
attempted to apply the most recent economic theories to 
Indian conditions, has become 4 classical exposition of 
the attituce of Indian thinkers on the subject, and his 
lead has been followed by students in the present 
generation. 


Mr. R.C. Dutt’s historical studies and his long expe- 
rience as an administrator led him to similar conclusions. § 
Speaking of the Swadeshi movement, he remarked:— 


“The Swadeshi movement is one which all na- 
tions on earth are seeking to adopt at the present day. 
Mr. Chamberlain is seeking to adopt it by a system 
of protection. Mr. Balfour seeks to adopt it by a 
scheme of retaliation. France, Germany and the 
United States and all the British Colonies adopt it 
by building up a wall of prohibitive tariffs. We have 





t The Poverty of India. 
§ India in the Victorian Age : Chapters on History of Tariffy, 
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no control over our fiscal legislation; and we adopt 
the Swadeshi scheme, therefore, by a laudable reso-' 
lution to use our home manufactures, as far as practi- 
cable, in perference to foreign manufactures.” * 


Studying the question of the comparative merits of 
Free Trade and Protection in relation to India, Mr. K. T. 
Telang came to the following conclusion years ago:— 


“The net result of our investigations appears to 
me to be this. Objections ordinarily urged against a 
system of Protection to native industry, whatever 
their applicability in countries more advanced in 
modern civilization, are void of force in the circum- 
stances of this country. J.ooking only at the econo- 
mic aspects of the question, it appears that not merely 
is protection to native manufactures unobjectionable, 
it is even desirable in the circumstances of our coun- 
try.’ + 


Sir Dinsha Wacha believes generally in free trade 
and is of opinion that “India owes its prosperity to-day 
entirely to free-trade and nothing else.’ He truthfully 
remarks that the exports and imports of India would not 
have assumed the present proportions if there had not 
been unrestricted trade. His remarks, however, that 
Indian exports are surplus products, that ‘India is so 
self-contained that it can produce all it wants and still 
export this immense quantity of materials’ and that India 
would not have prospered if there hud been no free trade 
between her and England, is not very convincing. Sir 
Dinsha probably refers here only to the increase in the 
quantity of trade because he proceeds to observe that 
India’s old industries require to be revived*and that ‘chese 
and other n-w industries would necessitate protection 
during their infancy.’ ‘Iamone of the convinced ad- 
vocates of Free Trade,’ he continues, ‘but yet I consider 








* Speech at the Benares Industrial Conference, 1903. 
+ Select Writings and Speeches, Vol. I. page 177. 
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that some protection is required for old industries to be 
revived or for new industries to be started.’* 

Mr. G. V. Joshi, whose writings are full of inspira- 
tion and information and sound reasoning, agreed with 
Mr. Ranade, his teacher and guide, that State assistance 
and Protection were absolutely needed for the revival of 
the indigenous industries of India. He regarded the 
dependence of the people on agriculture as the sole means 
of subsistence, as the weakest point in India’s economic 
position and plaeded for a co-ordination of agricultural 
and manufacturing industries with the direct help of 
the State. 

Mr. G. Subramania Iyer held similar views, and they 
are cleaiy reflected in the following quotation from his 
writing's:— 

“The British nation must be told frankly that the 
Indian people have no doubt whatever in their own 
minds, that so long as the present so-called Free Trade 
and unequal competition continue, India has no hope 
of a future which will be distinguished by material 
prosperity.” f 

The Swadeshi movement, which has found enthusias- 
tic advocates among the best thinkers of the countiy, is 
based upon the idea of national economic development 
and of Protection. Ifthe State does not stimulate indus- 
trial progress, the people are prepared to promote it by 
patronising home industries even at a sacrifice as consum- 
ers; and Government has come to recognize the utility 
and reasonableness of the movement. 

Mr. Gokhale learned his lessons on public questions 
from Mr. Ranage and imbibed his spirit of patient inquiry 
and close study. In aspeech he made at Lucknow in 
1907 on the Swadeshi movement, Mr. Gokhale traced the 
industrial decay of India and the harm which free trade 
had done to the country, and observed :—~ 





* Four Papers on Economics and Statistics. 
¢ Some Economic Aspects of British Rule in India, page 359, 
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“Tt was, therefore, to the advantage of England 
that there should be no export or import duties, as one 
result of such duties was to add to the cost of the 
article supplied to foreign countries. But forcing this 
policy of free-trade upon a country circumstanced as 
India was, was a wholly different thing and was 
bound to produce results of a most disastrous charac- 
ter.” He proceeded :— 

“The State by a judicious system of protection, 
should then ensure conditions under which new infant 
industries can grow up. And until the new industries 
can stand on their own legs, it becomes the duty of 
the State to have a protection wall around. This is 
what America--already one of the richest nations 
in the world, and one which will yet reach the fore- 
most place---has done, and the case is the same with 
France and Germany.” 


NZ. Policy for India.--Their economic and his- 
torical studies, have strongly impressed Indian thinkers 
with the beneficent efficacy of the measures which foreign 
nations have taken during the last two generations to 
promote their industrial development, and they have been 
convinced that the reasoning and conclusions of the 
National School of Political Economy, are applicable to 
the conditions of India rather than the theories of natural 
law of the Orthodox School. It is, therefore, futile for 
outside critics to hope for the rise of a free trade school 
among the economic students of India. The latter ap- 
preciate the free-trade doctrine in the abstract and will 
be influenced by it only to the extent that they will desire 
that Protection to be adopted in this country should be 
of the right kind and the evils coming in its wake should, 

as far as possible, be avoided. 


The subject of Protection has been often discussed 
in the Supreme Legislative Council, the question having 
been raised there by resolutions recommending the impo~ 
sition of protective duties on articles like sugar and the 
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abolition of the cotton excise duties. The strongest 
objection to Protection is that it usually fails to produce 
the results expected of it, and those who propose a spe- 
cific measure of protection, have to calculate carefully 
the effects it is likely to have on the economic condition 
of the different classes of the community. Mr. Gokhvle 
faced this question with a judicious frame of mind and 
weighed all the considarations that could be urged on 
both sides before pronouncing his opinion. When the 
question of the excise duties was raised in the Imperial 
Legislative Council in March 1911, by the Hon'ble Mr. 
Dadabhoy, he gave expression to his view in regard to 
the Free Trade versus Protection controversy in very 
lucid terms. That view reflects and ought to reflect the 
considered opinion of every careful student of Indian 
Economics. Gokhale said :— 

“‘ Coming to the larger aspect of Free Trade versus 
Protection, I would like briefly to state my position in 
in this matter. I may say at once that by. conviction 
I am not an upholder of Free Trade in all countries 
and at all times. Free Trade can no more prevail 
universally at present than any other noble ideal, for 

. instance, the brotherood of man....... In the same way 
Free Trade for all countries may be all right in theory, 
but it will bea long day before we shall have it in 
practice everywhere. And till that time comes, every 
country must take care of its economic interests in its 
own way.” 


Taking the word ‘ Protection’ in its comprehensive 
sense, Mr. Gokhale proceeded to distinguish between the 
right and the wrong kind of protection :— 


“ The right kind of Protection is that under which 
the growing industries of a country receive the neces- 
sary stimulus and encouragement and support that 
they require but under which care is taken that no 
influential combinations, prejudicial to the interne! 
of the general community, come into existence. The 


. 
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wrong kind of Protection, on the other hand, is that 
under which powerful influences and combinations of 
interests receive assistance to the prejudice of the 
general community, the general tax-payers of the 
country: And I believe that the right kind of Protec- 
tion, if available, will do good to India.” 


The peculiarity of India’s position to which we have 
adverted is that the people have no effective voice in the 
government of the country and in the shaping of the 
national policy, and the large industries and the foreign 
trade of the country are not in the hands of the people. 
There is no constitutional machinery by which the wishes 
of the people can be carried out as the Government is 
not responsible tothem, It has been pointed out how 
other than purely Indian interests carry weight with the 
Government, and the Secretary of State for India who 
controls the Government of India, being a member of the 
British Cabinet, is swayed by the pressure of capitalists 
and manufacturers in England. 


' IE Protection is, therefore, to be granted to industries, 
there must be a guarantee that the profits that will 
accrue, will remain in India and not be carried away by 
those who have no stake in the country. Under these 
circumstances, Mr. Gokhale held, on the whole, a policy. 
of Free Trade reasonably applied, was the safest policy 
for this country. He thought that 


“otherwise influential interests, influential com- 
binations, and influential parties in England, who can 
have ready access to the Secretary of State, to whom 
we have no such access, will not fail to take the 
fullest advantage of the situation and this huge engine 
of protection, which is a vast power, will be employed, 
not in the interests of the people of India, but in the 
interests of those parties.” 


iS. Indian Protectionism.—The Indian Tariff has 
long been on practically a free trade basis and this policy 
29 
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as well as that underlying the imposition of the cotton 
excise duties, has been dictated by a faithin Free Trade 
and by the influence of interests whose pressure was 
irresistible. It is the honest belief of some that free trade 
was the right policy for India to adopt in view of the 
undeveloped character of its natural resources, while 
others have made no secret of their opposition to Protec 
tion in India on the ground that it would be detrimental 
to the interests of English manufacturers. 


(1) We hold that in this country, free trade policy 
would mean only drifting along the changing currents of 
the world’s economic development; and to be at the 
mercy 0} the so-called laws of nature and the deliberately 
seif-interested measures of foreign countries, is to court 
disaster. This policy of drift, so long pursued, has already 
proved harmful, and in the international struggle for 
economic progress, this country must arm itself with the 
necessary weapons. 


(2) When we declare for Protection, we must not 
be understood to advocate an indiscriminate imposition 
of import duties on all manner of articles. Other countries 
like France and the United States of America, have had 
high tariff walls erected to keep out and restrict the 
import of foreign manufactures. The Indian tariff must 
be constructed with a view to the position of the various 
industries in the country, and its effect on the different 
classes must be carefully calculated. 


(3) Import duties do not always tax the pocket of 
the foreign manufacturers and may only mean an addition 
to the sacrifice exacted from the consumer. If the State 
has to make the tax-payers contribute more largely to the 
public expenditure, import and export duties may prove 
convenient and productive. They constitute a favourite 
method of raising revenue, and the free trade conscience 
ought not to be shocked if such duties are levied for 
revenue purposes, even if they have a protective tendency. 
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19. State’s Attitude.—In view of the extinction of 
opium revenue, the Finance Member was compelled to 
impose additional taxation in 1910, and customs duties on 
Certain articles were raised. In that connection, Sir G, 
Fieetwood Wilson observed in iutroducing his financial 
statement :— 

““T hope I shall not be charged with framing a 
Swadeshi budget. In the sense which may be seen 
indicated on Bryant and May’s match boxes (‘Support 
Home Industries’) I think Swadeshi is good; and if 
the outcome of the changes I have laid before the 
Council result in some encouragement to Indian in- 
dustries, I for one shall not repent it, but I would 
emphasise the fact that the enhanced customs duties 
are attributable solely to the imperative necessity of 
raising additional revenue.’* 

He then went on to point out that even in Free 
Trade England considerable revenue duties had been 
imposed for revenue purposes and that 

“in countries which depend mainly on agricul- 
ture, where the population is poor and there are no 
large and profitable manufactures, it will be long be- 
fore you can dispense with customs receipts as a part 
of the revenue essential for the administration of the 
country.”’ 

Here we notice (i) the Finance Member’s anxiety to 
disown all idea of imposing duties for protective purposes 
and the apologetic tone he adopts for appearing to frame 
a Swadeshi budget ; (ii) the necessity he feels to enhance 
customs duties for providing a larger revenue ; and (iil) 
his conviction that in an agricultural and backward couns 
try like India, the Government must depend, to a con- 
siderable extent, upon customs receipts as a part of its 
revenue. There are several directions in which more 
liberal expenditure is urgently needed e. g. expansion of 
education and improvement of sanitation; and more 
reliance will have to be placed upon this form of indirect 
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* Speech in connection with the Financial Statement for 1910-1, 
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taxation to provide the funds required. Faith in the 
free trade doctrine cannot, therefore, be allowed to pre- 
vent the Finance Member from imposing import and 
export duties, though they may have a protectionist 
tendency. 

(4) Protective duties alone will not, however, solve 
the economic problem. They will assist the indigenous 
industries to compete with their foreign rivals, provided 
of course, the latter are discouraged by the duties and 
retire from the field or restrict their operation in the 
Indian market. An attempt will have to be simultaneously 
made to improve the conditions in which the industries 
work and to bring them up to the level of their rivals. 
Care m:'st be taken to see that Protection does not entail 
a sacrifice on the consumers while failing at the same 
time to make national production more efficient. Protec- 
tive duties will be one of the ways of ensuring the success 
of a new undertaking and must not be allowed to dull the 
edge of enterprise and efficiency. The Indian Protectionist 
must also ask himself the question if Protection “ might 
not merely mean that the manufacturer who now com- 
petes with you from a distance, would transfer his activi- 
ties to India and compete with you within your own 
boundaries ?’’+ 


That by the spread of education, by a provision for 
scientific research and by demonstrations, the State can 
and ought to promote the industries of the nation, has 
been admitted even by staunch free traders. Experimental 
factories have been recommended and were started in the 
Madras Presidency. Demonstrations are being given in 
agricultural and manufacturing processes. New models 
of power looms and hand-looms are being introduced. 
But this work must be done on a larger scale than now, 
and the problem of the manner in which capital may be 
provided to industries in the initial stages with sufficient 


1 Sir W. Clarke: Speech in the Supreme Legislative Council, March, 1916, 
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guarantees, must be immediately tackled. Directors of 
Industries have to undertake this work of economic 
organization and they must proceed with the same 
enthusiasm as the Registrars of Co-operative Credit 
Societies have done. 


(5) While the State in India follows the laissez faire 
policy in the matter of tra.1e and industries, it has assumed 
in this country several functions which, in other countries, 
are left to private enterprise. As Sir Theodore Morison 
points out, the State here is, in many respects, more 
national and socialistic than is usually supposed. 


“While the problem of unemployment and the 
question of checking the abuse of competition are 
engaging public attention in England, the Govern- 
ment of India has long taken upon itself the study of 
relieving distress and saving lives in times of scarcity 
and famine. Railways and canals have always been 
practically State undertakings. Various tenancy acts 
and other measures have been passed to safeguard the 
poor tenants against the exactions of the landlords. 
An attempt has been made to save the rayats from the 
exacting clutches of the money lender.’’t 


/ The Indian State regards itself as a universal landlord; 
it is the biggest banker in the country and Lord Morley 
once boasted of the immense business done by the India 
Office. The same principle has to be extended further, 
and 


“If the State can legitimately undertake from 
borrowed funds the construction or subsidization of 
railroads and canals, if it can afford to sell the fee 
simple of waste-lands at nominal rates to European 
settlers on the hills, the road is certainly open for a 
further development of this same industrial effort on 
new lines.’’* 


See the Author’s Indian Industrial and Economic Problems, page 179, 
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120. Fiscal Controversies.—(6) But the free 
trade conscience of the authorities in England who have to 
settle these matters, and the pressure of vested interests 
in that country which they find irres.stible, stand in the 
way of the pursuit of this policy. The demand for fiscal 
autonomy for India is based upon this anomalous position 
in which the Secretary of State can override the wishes 
of the people of this country, strongly backed up by the 
Government of India and the Provincial Governments, 4s 
was done by Lord Morley. Whenever any question 
relating to fiscal policy or State assistance to industries, 
comes up before the Indian legislatures, the Government 
in India cannot take action which it thinks best in the 
intere:ts of the country, and it has to confess frankly 
that 
“Their policy is and must be the policy of His 

Majesty’s Government.’’t 

The self-governing Dominions enjoy complete free- 
dom in this respect. Their Governments have raised 
tariff walls against the manufactures of England and they 
have been allowed todo so. In this Dependency, how. 
ever, the Government is not allowed to enjoy this 
necessary freedom to manage its affairs in accordance 
with its circumstances and needs, and thus the interests 
of India are subordinated to other interests. This is a 
long-standing grievance, and none has given expression 
to it more bitterly than the Government of India itself. 
The Secretary of State, who is a member of the British 
Cabinet, is directly responsible to Parliament and is sub- 
ject to the influences of British party politics. Parlia- 
ment itself does not take much direct interest in Indian 
affairs, and ex-officials who are members of either House, 
are able to shape Indian policy. The latter can effectively 
thwart his measures of reform if the Secretary of State is 
independent-minded and progressive, and will strengthen 
his hands if he is opposed to progress. 


{ Sir William Clarke in the Viceregal Council, 
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As Mr. Gokhale has said, in the matter of securing 
this fiscal autonomy which India legitimately claims, 
‘there is really not much to choose between the two 
parties in England.’ The Liberal party, wedded to free 
trade, feels that Indian’s salvation lies in the continuance 
of the existing policy and it says that India would be 
worse off if Protection were to become the accepted 
policy of England. India’s dependence would be intensifi- 
ed and her industries would become more helpless than 
row. On the other hand, mewnbers of the tariff reform 
party point to the destruction of the indigenous industries 
as the evil fruit of free trade, and condemn the cotton 
excise duties in unsparing language. They, therefore, 
acvise the Indian people to accept their scheme of pre- 
ferential trade within the Empire, though they. cannot 
favour the idea of allowing India to frame her tariff accord- 
iny to her peculiar conditions and interests. Did India 
enjoy fiscal autonomy like the self-governing Dominions, 
her position would be enviable while she was courted 
in this way by two parties. As a matter of fact, however, 
whatever policy gets ascendancy in England, has to be 
the policy of India too, whether it is suited or not to her 
conditions. But this state of things cannot continue. 


The problem of protection and fiscal autonomy for 
India is mixed up with the Imperial problem of preferen- 
tial trade and defence. It has invested the latter ques. 
tion with special and immediate interest. Schemes of 
imperial preference and imperial reconstruction, have 
been discussed for several years, but their discussion has 
had only an academic interest. When the late Mr. 
Joseph Chamberlain sturted his campaign of tariff reform, 
the Government of India were sounded as to their views 
in the matter. The countervailing duties imposed on 
bounty-fed sugar coming from Germany and Austtia- 
Hungary, in the time of Lord Curzon, had evoked a 
bitter controversy in England, and that Viceroy had 
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made, what was regarded as a contemptuous reference to 
‘the mutterings of the priests at the shrine of free trade. 
No definite scheme of rreferential trade had been placed 
before the Indian Government ; but the latter expressed 
the view that India wanted a free hand and would not 
like to be involved in tariff wars. 


I2t. Imperial Preference.~-The Government of 
India were of opinion 


“ That (1) without any such system India already 
enjoyed a large, probably an exceptionally large, 
measure of the advantage of the free exchange of im- 
ports and exports: (2) that if the matter were regarded 
exclusively from the economic standpoint, India had 
somet iing, but not perhaps very much, to offer to the 
Empire; that she had very little to gain in return; 
and that she had a great deal to lose or risk; and (3) 
in a financial aspect, the dauger to India of reprisals 
by foreign nations, even if eventually unsuccessful, 
was 80 serious and their results would be so disastrous 
that India would not be justified in embarking on any 
new policy of preferential trade unless assured of 
benefits greater and more certain than any which had 
so far presented themselves to the Government of 
India.’’* . 

Later events, such as the occasional meetings of the 
Imperial Conference, the discussion of the problems of 
Imperial defence and trade and particularly the intimate 
association of the Dominions and of India with England 
in the war with Germany, put an altogether new com- 
plexion onthe situation. Not that free traders were 
convinced that restriction of imports would do good to 
England or that preferential trade within the Empire 
would add strength to the economic position of the country. 
The resolutions passed by the Paris Conference did not 
meet with their hearty approval and the proposed arrange- 
ments about preferential trade within thé Empire and 
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the Allies were declared to be unsound. But the struggle 
with an unscrupulous enemy, required an efficient’ orga- 
nization and concentraton of resources, and the. voice_of. 
controversy was naturally silenced. Many difficult post- 
war problems also presented themselves for ‘solition 
anda closer unification of the Empire was found to be 
imperative. = es 

The enemy, who had prepared himself for the war 
while the world slept in fancied security, and who vio- 
lated morality and international law, took the Empire by 
surprise: And the Empire made up its mind that this 
should not happen again. One of the guarantees of. the 
future peace of the world was to be the constitutional 
reconstruction of the Empire and with it the readjustment 
of the economic and fiscal relations of England: and the 
Dominions. The urgent need of such _ reconstruction 
impressed itself so strongly on the minds of people that 
it become the subject of animated discussion. So long 
as the struggle continued, attention had to be concentrat- 
ed, however, on efforts to win the war. But any discus- 
sion of the issue of constitutional reconstruction na- 
turally involved the consideration of the fiscal problem 
also.* ae 
~The general lines on which the tariff question could 
be decided; were clear. The integral parts of the British 
Empire must admit the goods of one another on specially 
favourable terms, if not absolutely free, and all of them 
must put more or less prohibitive duties on foreign 
imports, the Allies coming in for favourable treatment 
and friendly neutrals being treated more favourably than 
the enemies. This arrangement, like the tariff reform 
schemes formulated before the outbreak of the war, was. 
ealculated to serve two purposes, first, to unite the Em- 
" | © See Sir Ibrahim Rahimtulla’s Note on “Constitutional Reform in which he 
pleads for the grant of fiscal autonomy to India’ on the ground of thé proiotién 
of this. country’s economic development and the better defence of India and-the 
Empire. om Sle 
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pire more strongly and make it self-supporting and 
secondly, to promote the industries of Great Britain 
which suffered from the competition of foreign countries 
like Germany. 

Under such a scheme of Imperial organization, India 
was, of course, entitled to occupy the same position as 
the Dominions. The importance of India, arising out of 
her strategic position, her commerce, her raw materials, 
her size, her teeming population and her markets, has 
been recognized by free traders and tariff reformers alike. 
India’s whole-hearted participation in the struggle, the 
sacrifices made by her people for the cause of the Empire 
and their readiness to go through thick and thin with 
their brother citizens of the United Kingdom and the 
Dominions, gave the Empire a new vision and a new 
sense of duty towardas this country. But among those 
who thought and wrote about imperial reconstruction, 
there was hesitation and reluctance to accord to what 
was only a Dependency, the satus and the privileges of 
the self-governing portions of the Empire. The fiscal 
organization of the Empire must be based on the princi- 
ple of mutual concession and reciprocal sacrifices. And 
India’s willingness to bear her responsibility as an equal 
partner in the Empire could never be doubted. But to 
treat her as a trusted dependent, must make all the 
difference. 

122. Indian Government's Attitude--We have 
never believed that India would benefit by consenting to 
be included ina scheme of Imperial preference such as 
those adumbrated by tariff reformers and imperialists in 
England and in this country. India has claimed fiscal 
autonomy, because her people want freedom to frame 
their tariffs and protect their industries against foreign 
competition. Preferential trade, which will not be in 
consonance with this object, connot be acceptable. In 
ae despatch of 1903, the Government of India frankly 

Stes 
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‘‘ All past experience indicates that in the deci- 
sion of any fiscal question concerning this country, 
powerful sections of the community at home will 
continue to demand that their interests, and not those 
of India alone, shall be allowed consideration.” 

Speaking in the House of Commons in 1908, Lord 
Curzon reiterated these views. He observed.:— 

“What has been our experience in the past in 
India of the manner in which the influence and power 
of the Secretary of State as the ultimate ruler of India 
are exercised in the direction of the fiscal policy of 
India? It is that in fiscal matters the Government of 
India has to take the views of the Secretary of State 
whether it agrees with them or not and these views 
are more likely to be guided and shaped by English 
than by purely Indian considerations.’’* 

The economic development of India is bound up with 
fiscal autonomy for India and fiscal autonomy is bound up, 
in its turn, with popular control of the Indian Government. 
These are fundamental factors in this problem of the trade 
organization of the Empire and to speak of India’s partici- 
pation in a scheme of Imperial Preference without raising 
her status in the Empire to an equality with the Dominions 
and giving the people constitutional control, is utterly to 
misunderstand the whole problem. 

So recently as March, 1913, this question was raised, 
in the Supreme Legislative Council, by Sir Gangadharrao 
Chitanavis in a resolution in which he recommended the 
adoption of a system of preferential tariffs with’ the 
United Kingdom and the Colonies. In his speech, the 
mover of the resolution claimed fiscal autonomy for India, 
but in his view it was outside the sphere of practical 
politics and, therefore, he pleaded for preferential trade 
within the Empire as the next best arrangement. What 
should come first he was willing to postpone and stated 
that ‘a customs union with the Colonies, would gradually 











* See Lovat Fraser’s Lord Curzon and After, page 347. 
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secure for us there a better and more dignified position 
than we now have. Sir Gangadharrao’s plea was un- 
convincing and fell flat on the Council and on the country.* 
It only called forth a dissertation on the merits of free 
trade and protection from the Finance Member, Sir G. F. 
‘Wilson, The financial aspect of the question,—the loss 
of customs revenue that a scheme of free trade within the 
Empire would involye,—was emphasised in his speech 
which.was non-committal, though its leanings towards 
free trade were quite apparent. 


123. Fundamental Principles.--Leaving aside the 
controversial literature which has appeared on this sub- 
ject,f we may proceed to point out the fundamental princi- 
ples which are involved in it. (1) In the first place, in 
whatever fiscal arrangement is proposed, representatives 
of-the people of India must have an effective voice in the 
discussion and determination. The self-governing Domi- 
wiions struggled to obtain this fiscal freedom and partner- 
ship:of the Empire, and to-day they are acting as the 
equals of the United Kingdom. In 1859, the Finance 
Minister of Canada administered a rebuke to the Colonial 
Secretary when the latter tried to interfere with the fiscal 
rights of that Colony. He said :— 


“ Self-government would be utterly annihilated:- 
. if the views of the Imperial Government were to be 
preferred to those of the people of Canada. It is, 
; therefore, the duty of the present Government dis- 
: .tinctly to affirm the right of the Canadian Legis- 
_ lature to adjust the taxation of the people in the way 
_ they deem best—even if it should unfortunately 
"happen to meet with the disapproval of the Imperial 
, Majesty. ”"§ 
_ . ®- It is curious to notice that the debate roused the enthusiasm of Sir Roper 
‘Lethbridge who hastened to write a book on what he chose to call “the Indian 
Offer of Imperial Preference ”! 
_' ‘See The Colonial Conference ; The Cobden Club’s Reply to the Pre- 
ferential proposals ; and The Tariff Reform League's pamphlets. 
§ Percy Hurd and Archibald Hurd: The New Empire Partnership. 
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_ The new partnership concedes to the Colonies a share 
in the shaping of the destinies of the Empire, which was 
formerly entirely in the hands of the British Government. 


(2) India must be treated on terms of equality with 
the Dominions in this respect, and the concession of jus- 
tice must be: preceded by the grant of fiscal autonomy. 
The first without the second is futile. (3) The Govern- 
ment of India, which will thus be endowed with fiscal 
freedom, must also, as a condition precedent toa _partici- 
pation of this country in an arrangement of preferential 
trade, be madeamenable to the control of the people. 
These three things are inseparably bound up with one 
another. When these conditions are satisfied, it will be 
perfectly fair to expect from India all the sacrifices which 
imperial responsibility will throw on her shoulders. 
The main object of Imperial preference is the consoli- 
dation of the Empire and the promotion of its material 
prosperity. Every measure that enriches the component 
parts enriches the Empire, and no tariff scheme will be 
acceptable that is calculated to injure the interests of the 
Dominions or of India. 


‘124. Difficulty of Solution.—Imperial consoli- 
dation to be attained by preferential trade within the 
Empire, will, of course, entail reciprocal sacrifices, and 
the scheme must be such that each constituent part of the 
Empire will be called upon to make a reasonable contri- 
bution. It is doubtful, however, if a policy of protection 
which preferential trade will impose on England, will, on 
the whole, be beneficial to her industries and trade, and 
if a tariff scheme can be devised which will satisfy all 
parties concerned. It is the ideal of many to make the 
Empire self-contained so as to enible it to snap its fingers 
at foreign countries trying to retaliate upon it. The 
risks run and. the dangers overcome in the war with 
Germany, have taught the value of Imperial consolidation, 
The adoption by the Empire of imperial preference will, 
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ina sense, extend the bounds of free trade, and the expe- 
rience of the war swept away the doubts entertained by 
many about the wisdom of tariff reform. It is an undis- 
puted principle that the component parts of the Empire 
must be brought together more closely than now and 
must participate in the determination of general Imperial 
policy. 


Sentiment and the sense of political necessity will, 
of course, play an important part in the achievement of 
Imperial consolidation. The Empire is so vast and pro- 
duces such a variety of raw materials and manufactured 
goods, that it may become self-sufficing more easily than 
any other political organization in the world. But it is 
this variety and the differences in the Empire regarding 
economic conditions and constitutional status that make 
the solution of the problem extremely difficult. The 
arguments of those who would leave the colonies free to 
evolve their own destinies and instead of trying to tighten 
the ties by tariffs and formal Imperial councils, would 
look to the affection of the Dominions for the mother 
country, seem to have become out of date. Still it cannot 
be said that they have lost all their force, and a practical 
consideration of the question immediately shows the 
difficulty of finding a satisfactory solution. 


Prof, Nicholson wrote:— 


“It is easy to say that free trade within the Em- 
pire is desirable, and it is to be hoped that in the 
course of time this ideal will be realised. But this 
country (England) would not gain if this ideal must 
be purchased by sacrificing a trade of threefold mag- 
nitude with foreign countries, by creating all kinds’ 
of local jealousies throughout the Empire, and by 
interfering with systems of taxation which the people 
who bear the taxes regard as beneficial, or, at any 
rate, satisfactory.’’* 





* Principles of Political Economy, Vol. III. 
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England's manufacturing prosperity depends mainly 
on her ability to export to all parts of the world the 
goods her factories and mines turn out, and to import 
food and raw materials. A free trade policy is, therefore, 
eminently suited to her condition, and a change in it will 
require very strong arguments to enforce it.t 


One peculiar feature of India’s foreign trade which 
makes the expected beneficial effect of preferential tariffs 
extremely problematical, is the predominant position 
which the Empire already occupies in that behalf. Full 
70 per cent of the total imports of merchandise in 1913-14 
came from the British Empire, 64 per cent, being the 
share of the United Kingdom alone. And of the exports, 
the Empire took 37:8 per cent, the share of the United 
Kingdom being 23-7 per cent. It is obvious that India 
takes from foreign countries only what the United King- 
dom cannot supply and exports to them what the Empire 


+ The difficulty referred to above will be apparent from the manner in 
which the resolutions of the Paris Conference and the recommendations of the 
Committee on Commercial and Industrial Policy of which Lord Balfour of Bur- 
leigh was chairman, were received. The committee recommended in view of the 
experience gained during the war that special steps ought to be taken to stimu- 
late the production of foodstuffs, raw materials and manufactures within the 
Empire wherever the expansion of production is possible and economically desi- 
rable for the safety and welfare of the Empire. Therefore the Imperial Govern- 
ment should now declare its adherence to the principle of preferences for pro- 
ducts and manufactures of the dominions in respect of any customs duties now 
or here-after imposed upon importsinto the United Kingdom. The committee 
further considers that it will be necessary soon to consider as one of the methods of 
achieving the above objects the desirability of establishing a wider range of cus- 
toms duties which would be remitted or reduced on products and manufactures of 
the Empire and which would form the basis of commercial treaties with the 
Allies and neutrals. 


While the report was hailed by cortain papers as heralding a new era of 
fiscal policy and the Daily Mail thought that the war had ended the preference 
controversy for ever, the Daily News remarked that ‘a more surprising document 
can rarely have been issued’ and added that ‘the war has not changed the hard 
facts on which ‘fair trade’ and its a/gases had hitherto come to grief.’ The 
Daily Chronicle characterised the recommendation about change of fiscal policy 
as ‘a direct plunge into the old Chamberlainite policy with sdditions! compli- 
Cetions due to the fact thet we heve now got the Allies.’ 
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does not demand. In these circumstances, preferéntial 
trade will only mean an unnecessary sacrifice of customs 
revenue and enhancement of the. prices of articles supplied 
by foreign countries. Export duties on raw materials 
will certainly bring in revenue but it is difficult to say: 
how the Indian producers will be affected by a dimunition 
of exports. Even the most zealous advocates of preferen- 
tial trade, are not able to show any substantial gain that 
India is likely to make under a scheme of preferential 
trade.* As a business proposition, Imperial preference 
is not attractive to India. It is on other grounds that it 
will have to be justified and be recommended for accep- 
tance. Writing of the probable effect of a differential 
export Juty on jute, for instance, Mr. Webb observes.— 
“In the case of jute the resultant benefits would 
accrue rather to the United Kingdom than to India. 
This is no reason, however, why India should not take 
its due position in demanding a statesmanlike revi- | 
sion of our commercial policy.” 
125. Summary.—Throughout the last acnkdey and 
q half, the Indian tariff has been purely a revenue tariff. 
During the regime of the East India Company, when Eng- 
land pursued a policy of trade restriction and protection, 
the interests of Indian industries could not be safeguarded 
and imports and exports were free in India. When the 
government of the country was transferred from the 
hands of the Company-to the Crown, free trade had been 
already accepted as the fiscal creed of England and the 
Indian tariff remained as before and customs duties were 
steadily reduced. The need of raising a larger revenue- 
necessitated the enhancement of the import duties on 
cotton piece goods for a time, but the clamour of -Lanca- 
shire manufacturers forced Government to reduce them 
and to impose counter-vailing excise. duties.. 
The free trade policy of England has thus been also: 
the policy of India, partly owing to the ‘conviction of the 


* M. De. P. Webb: India and the Empire. -2..: - 2 | tee cetee- 
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authorities in England that free imports and exports were 
beneficial to the people of this country, and partly owing 
to the pressure of British manufacturers who insisted on 
having an open door for their goods in the markets out 
here. The Government and the people of India have 
disapproved of this policy of open door as detrimental to 
indigenous industries, but their protests have been a cry 
in the wilderness. The Secretary of State for India could 
not resist the pressure brought to bear on him by manu- 
facturing interests, and fiscal autonomy is the crying need 
of the country. 


Indian thinkers are convinced that freedom of ex- 
change between countries, as between different parts of a 
particular country, is beneficial in theory; but such free ex- 
change between nations standing on different planes of 
economic development, reduces the productive capacity of 
the backward country and weakens it in international com- 
petition. If the State in India were to provide technical 
and scientific education, help the organization of industries 
by industrial surveys and demonstrations and to protect in- 
fant industries against foreign competition, the economic 
‘advance of India would be very rapid. Other nations have 
adopted this policy and they have succeeded, but the State 
in India has no independent policy of its own and is not 
governed by public opinion. 


Fiscal autonomy and popular control of Government 
are two necessary reforms which are essentially bound up 
together. Indian opinion is frankly and strongly protec- 
tionist and requires that this country must follow a fiscal 
policy which is suited to its economic conditions. The 
Indian fiscal problem is, however, intimately connected 
with the problem of Imperial reorganization. Preferential 
trade within the Empire has been advocated by British 
tariff reformers and the war with Germany gave it an 
extraordinary interest. In any reconstruction of the 
Empire, India will have to be accorded the same status as 

31 
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the self-governing Dominions, and this country will make 
any sacrifices which its responsibilities as a partner in the 
Empire will entail. 

The vastness of this country and of its population, 
its growing commerce and its strategical position, its 
wealth of raw materials and its expanding markets make 
India an important factor in the Imperial situation. But 
in a scheme of preferential trade, its interests will have 
to be duly considered and this duty will be best performed 
by its own representatives. Those who have adumbrated 
schemes of Imperial preference have not been able to 
demonstrate the advantage which India’s participation will 
yield to this country, and the view expressed by the 
Government of India in 1903 that India stands to gain 
little ty her joining in an Imperial zollverein, is as correct 
to-day as it was fourteen years ago. 

The problem must be looked at from the business as 
well as the sentimental point of view and the two will 
have to be reconciled. India cannot and will not stand 
aloof from a scheme of constitutional and fiscal reorgani- 
zation of the Empire. But she wants effective protection 
for her industries, and her economic interests must be 
carefully safeguarded in whatever arrangements will be 
made. The solution of the problein is surrounded with 
difficulties, but they have got to be faced. Fiscal autonomy 
for the Government of India, popular controi of that 
Government in India, partnership of this country in the 
Imperial organization on a footing of equality with the 
other component parts of the Empire and Imperial con- 
solidation for purposes of defence and peaceful progress, 
are issues which hang together and they cannot be 
separated and handled piece-meal. The fact that India 
has rights as well as responsibilities, has not been suffi- 
ciently recognized. But from this recognition must pro- 
ceed all schemes of Imperial reconstruction and fiscal 
reorganization. 


Chapter X. 
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126. Old System.—Though barter largely prevailed 
in Indian villages, gold and silver coins have been very 
commonly used by the people from remote times. There 
is sufficient evidence to show that during several cen- 
turies preceding the Christian era and, of course, succeed 
ing it, emperors and kings highly cherished the privilege 
of coining money both of gold and silver, and the internal 
trade of the country required large quantities of coins 
of various denominations. The importance of metallic 
money was clearly understood and royal mints were sys- 
tematically managed. 


The Mahomedan kings of Delhi in the Middle Ages, 
had their own distinctive coins and ‘Altamish introduced 
a purely Arabic coinage and made the silver tanka of 175 
grains, the ancestor of the rupee, his standard.’* Maha- 
mmad Taghluk improved the gold and silver coinage and 
introduced a token currency of copper which, however, 


* See Lane-Poole : Madieval India. 
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he had to recall on account of the ease with which it lent 
itself to counterfeiting. Akbar improved the currencr 
still further and it was maintained in the time of his 
successors. lhe Mahomedan rulers of central and southern 
India followed the example of the Delhi emperors and 
issued gold and silver coins. Under Mahratta rule the gold 
Hon was the standard coin and grants were made and 
assessments of the land tax fixed in terms of the gold 
coinage. The rupee coins of the Mahomedan kingdoms, 
however, circulated widely in the seventeenth century 
and the rupee soon came to have an extensive vogue. 


It is well known that even in very old times, the 
export of India were paid for by foreign countries in 
gold,and Roman coins have been found in large quantities 
in the Madras Presidency. There is no wonder if ina 
large continent like India, divided into numerous king- 
doms and principalities, hundreds of different coins should 
have been issued and been simultaneously in circulation. 
The varying relative values of these coins must have 
caused much uncertainty and inconvenience in commercial 
transactions, but the intrinsic values of the chief coins 
were probably wel] known to experts and business men. 


“The policy of one mint and one coin current all 
over the realm, with which we have become so fami- 
liar in the present century, did not find much practi- 
cal recognition in this or any other part of India. 
Mr. Macleod in his work on “Indian Currency’? men- 
tions that when British Rule commenced, there were 
no less than nine hundred and ninety-four (994) differ- 
ent coins of gold and silver current in India. In an 
official table published for the guidance of the civil 
courts in the Bombay Presidency the names of no less 
than thrity-eight gold coins and over one hundred and 
twenty-seven silve1 coins are mentioned as still so far 
current in different parts of this Presidency as to 
make it worthwhile to give the relative intrinsic 
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values of these local currencies in exchange for the 
Queen's coin.” 


To mint coins was a privilege of sovereignty and 
was exercised by petty rulers as much as by powerfu 
kings. Several of the coins bore the distinctive 
names of the places where they were minted. Under the 
Mahrattas, in the middle of the eighteenth century, 
manufacturers of money were licensed by the Government 
on payment of a fee and the weight, quality and deno- 
mination were fixed. ‘he ratio of the Delhi gold Mohur 
tothe rupee was | to 154. The mints were not open 
to private coinage inthe sense in which the expression 
is understood, but the supply must have been well adjust- 
ed to the demand. 


It appears that the silver rupee coin circulated very 
largely in Northern India and the gold mohur was only 
a supplementary coin there. The position was reversed 
in Southern India where the gold coin enjoyed the 
widest circulation and the silver coins were only subsidi- 
ary to it. The landmarks in the history of Indian 
currency since the beginning of the last century will be 
indicated below. From them it will be seen that whereas 
under the Hindu and Mahomedan rulers, both gold and 
silver coins circulated freely in the country without an 
attempt on the part of Government to fix the relative 
values of the two, the silver rupee is now the main coin 
of the whole country, supplemented by paper currency 
and the gold sovereign, for the minting of which arrange- 
ments have only recently been made in Bombay and 
w..ose relation to the silver coin is fixed by law. 


127. Under East India Company.—The confusion 
caused by the multiplicity and variety of coins led the 
East India Company which had its own distinctive rupees 
coined in Bombay and Madras, to think of making the 


* Ranade: Currencies and Mints under \abratta Rule, 
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currency uniform, and though in 1806 the Directors 
declared that while “fully satisfied of the’ propriety .of 
the silver rupee being the principal méasure of value 
and the money of account,” they did not wish “to intro- 
duce a silver currency to the exclusion of the gold,” only 
twelve years later, the silver rupee was substituted for 
the gold pagoda as the standard coin of the Madras Presi- 
dency, where gold coins had, till that time, been the 
principal currency and money of account. 


In 1835, the persent silver rupee was formally es- 
tablished as the standard coin of the whole of British 
India, and gold was demonetisecd. It was enacted that 
‘no gold coin shall henceforward be a legal tender of 
payment in any of the territories of the East India Com- 
pany.’ But by a proclamation of 1841, Government 
authorised officers in charge of public treasuries freely to 
receive gold mohurs at fixed rates which represented a 
ratio of 15 to 1 between silver and gold. By the middle 
of the last century gold depreciated owing to the dis- 
coveries of the yellow metal in Australia, and Government 
in India became embarrassed when the public took 
advantag of this divergence between the legal and the 
market ratio of gold to silver by presenting gold at the 
treasuries and exchanging it for a larger value in silver. 
A notification was, therefore, issued declaring that on and 
after Ist January, 1853, “no gold coin will be recei¥ed on 
account of payment due or in any way to be made, to the 
Government in any public treasury within the territories 


of the East India Company.” 


_ The ‘battle of the standards’ was fought on the 
Indian soi] as on that of Europe, and the difficulty of 
adjusting the ratio of gold to silver was experienced in 
India as elsewhere. Both gold and silver had their advo. 
cates in India, and there was a division of opinion among 
officials of Government. Merchants in India, Indian and 
European, memerialised the Government of India for 4 
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gold currency, and the latter were prepared to make 
sovereigns and half sovereigns legal tender at the rate of 
one sovereign for 10 rupees. The Imperial Government 
did not approve of the proposal and only authorised the 
receipt of gold coins in public treasuries as used to be 
done before 1853, at fixed rates. 


128. Bimetallic System.—Fluctuations in the rela- 
tive values of gold and silver in European countries and 
America which were on a bimetallic basis, caused great 
embarrassment by the influx now of one metal and now 
of the other. The value of silver relatively to gold began 
to fall and as some European countries followed England’s 
lead in adopting the gold standard, the other nations of 
Europe combined inthe Latin Union to protect themselves 
from the danger of being overflooded with the cheap white 
metal. The value of silver which was 60,',d. per. oz. in 
1872, came down to 53} d. in 1876, to 50,°, d. in 1883, to 
422d. in 1888 and to 35,), in 1893. The countries of the 
Latin Union were compelled to abandon the bimetallic 
system and to give up the free coinage of silver. Thus 
came to be established the ‘limping ’ standard under which 
though silver coins are full legal tender, there is no free 
coinage and they are virtually token money. This meant 
the triumph of the gold standard, which has now been 
adopted in all countries of the world except China. 


Under bimetallism, both gold and silver are standards 
of value, and the relation between the values of the two is 
fixed by law from time to time. Mintsare opento the coin- 
age of both the metals and bothare full legal tender. The 
market rates of gold andsilver fluctuate while the legal rates 
remain fixed, and for the time being, the overvalued metal 
drives the undervalued metal out of circulation and out of 
thé country. If bimetallism were adopted by the principal 
nations of the world, the fluctuations and the embarrass- 
ment would be considerably minimised. But no agreement 
could be arrived at on this questiou, and nations had to 
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silver currency, whose parity with gold was maintained 
by State regulation of the coinage of the white metal.f 


129. Difficulties in India.—From 1835 to 1899 
Indian currency rested on a silver basis, but the circum- 
stances which forced Government to adopt the gold 
standard were peculiar. India isa debtor country. Its 
Government has to remit to England every year crores 
of rupees for meeting the Home Charges, its expenditure 
in London on account of interest, pensions, salaries and 
so forth. The revenue of Government is collected in 
silver rupees and the charges in England must be met in 
gold. When silver was demonetised by European coun- 
tries aud its supplies were larger than the demand, the 
value of the white metal expressed in gold steadily fell. 
The lower the gold value of silver, the larger was the 
amount of rupees the Government had to find to meet 
the Home Charges. In fact, the drop of one penny in 
this exchange value, added more than one crore to the 
amount of rupees that had to be provided for procuring 
the necessary amount of gold to meet the home charges 
in England. 


“To make this point clearer, it may be mention- 
ed that in 1873-74, before the fall in the exchange 
value of the rupee commenced, the amount of Home 
remittance in lieu of payments the Secretary of State 
makes in England on behalf of the Indian Govern- 
ment, of such charges as interest on debt raised in 
England, civil and military pensions, salaries, the price 
of stores etc., was about £ 13 millions, which at a rate 
of exchange of 1s. 10°351 d. was represented by Rs. 








+ It is felt that the present is an opportune moment for making an effort, hy 
international agreemen:, to establish the bimetallic system in the principal 
countries of the world. After the war, the scramble for the possession of gold 
will be great and the supply of the yellow metal will not be adequate. It is, 
therefore, felt that the British Empire and the U.S.A. should join hands, along 
with their allies, to recognise both silver and gold as standard metals. 
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14,26,57,000. During 1892-93 the amount remitted 
was £1614 millions which at the average rate of ex- 
change in that year, viz, 1s. 2°9985 d. required a pay- 
ment of Rs. 26,47,84,150. If this had been remitted 
at the rate of exchange of the year 1873-74, it would 
have needed only Rs. 17,75,19,200, which means that 
there was a loss of Rs. 8,72,74,950 entailed upon India 
by the falling exchange in that year.’’* 

Besides Government, merchants and others who 
had to make remittances to England, sustained a loss 
and had to suffer from the incovenience of uncertainty. 
The Government of India felt the necessity of adopt- 
ing the gold standard and the introduction of a gold cur- 
rency, and the temporary suspension of the compulsory 
coinage of silver by Indian mints, had been suggested to 
them; “but the main object of such attempts as were 
made by that Government to deal with the subject between 
1878 and 1892, was not to effect a change of standard in 
India but to facilitate an international agreement which 
might cause a rise in the gold price of silver, and thus 
diminish the inconvenience resulting from the retention of 
a silver standard in India.’ The United States of 
America too had to face the problem of depreciating silver 
and attempts were made in {hat country by the Bland and 
Sherman Acts to maintain the price of the white metal by 
the continuous purchase andcoinage of fixed quantities 
of that metal. When these attempts failed and there was 
little prospect of an international agreement, the Wovern- 
ment of InJia proposed at once to close their mints to the 
free coinage of silver and to make arrangements for the 
introduction of a gold standard. In a telegram to the 
Secretary of State, of 22nd January 1893, the Government 
of India explained their proposal by saying that they 
would issue a notification declaring that English gold 
coins would be legal tender in India at a rate of not less 
than 18 d. per rupee and that an interval of time should 


* Gokhale and Economie Reforms, page, 2% 
a9 
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elapse between the mints being closed and any attempt 
being made to coin gold in India. 

130. The Currency Committees.—The Secre- 
tary of State for India referred the proposal to a com- 
mittee presided over by Lord Herschell, which reported in 
favour of the suggestion. In accordance with the recom- 
mendations of the Committee, Act No. VIII of 1893 was 
passed providing for the closing of the Indian mints to 
the “free coinage’ of both gold and silver, however, re- 
serving power to Government to coin rupees on its own 
account. By notifications arrangements were made for 
the receipt of gold at the Indian mints in exchange for 
rupees at a rate of 16d. per rupee. When the question 
was iaised in 1897 whether the Indian Government would 
join France and the United States of America in follow- 
ing a common policy of free coinage of silver and gold at 
a ratio of 15} to 1, the Government recorded the decided 
Opinion that it would be unwise to do so. 

In 1898, the Secretary of State for India appointed 
the Fowler Committee to consider and report upon certain 
proposals which the Government of India had made with 
the object of making effective the policy adopted in 1893. 
At this time the currency position was as follows :— 

(1) Gold is not legal tender in India though the 
Government will receive it in the payment of public 
dues; (2) that the rupee remains by law the only coin 
in which other than small payments can be made; (3) 
but that the Indian Government has declared ( until 
further notice) a rate at which rupees can be purchas- 
ed for gold coin or bullion—such rate serving to deter- 
mine the maximum limit to which the sterling ex- 
change can rise under present arrangements.* 

Widely divergent views were held as to the wisdom 
and justice of the policy adopted in 1893, and the several 
interests involved, looked at the question from different 
points of view. The British Treasury, to whom the ques- 


* Report of the Fowler Committee. 
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tion had been referred by the Secretary of State on the 
receipt of proposals from the Indian Government, consis- 
tently set its face, in 1879 and in 1886, against tampering 
with the currency and making it arti§cial. It pointed out 
that whatever relief would be secured by Government 
would be at the expense of the Indian taxpayer. 


On the one hand, (1) the need of stability of ex- 
change as a condition of prosperous trade and (2) the 


necessity of preventing the losses which a falling ex": 


§ 


change entailed on Government, were urged in favour of 


the adoption of a gold standard and in justification of the 
closing of mints to the free coinage of silver. It was 
pointed out, on the other hand, (1) that silver monometal- 
lism was the best policy for India, (2) that the exchange 
difficulty could be met by retrenchment and economy and 
the systematic curtailment of India’s gold obligations e. g. 
home charges, (3) that a falling exchange had stimulated 
trade and promoted prosperity and (4) that an artificial 
currency system was undesirable. 


All these conflicting views were placed by witnesses 
before the Fowler Committee which had to decide whether 
India should revert to the old system or follow up the 
arrangements initiated in 1893. On a review of the whole 
position and a careful consideration of the divergent 
opinions submitted to it, the Committee declared itself in 
favour of the effective establishment of a gold standard to 
be accompanied, of course, by a goldcurrency. The 
restriction of 1893 and other causes had pushed up the 
gold price of the rupee and, therefore, the exchange to 
16d. at which the Committee stated that it should be 
fixed. The rupee would now become atoken coin, but 
the committee could not recommend the imposition of a 
limit on the amount for which rupees should constitute a 
legal tender. The profit on the coinage of rupees, which 
was to be undertaken when the proportion of gold in the 
currency exceeded the demand, was to be accumulated in 
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a special reserve fund. This profit would represent the 
difference between the intrinsic metallic value of the rupee 
and its artificial value. These recommendations were ac- 
cepted in their entirety by the Indian authorities and steps 
were immediately taken to carry them out. 


131. Opposition to Change of Standard.—It 
may be generally observed that the currency policy 
recommended by the Fowler Committec has beenadmitted, 
on the whole, to have been a sound policy, though the 
steps which led to it, were partiy the result of a panic, 
partly of helpless driftiny and partly of concentration of 
attention only on one aspect of the problem viz. the 
financ‘al embarrassment caused by a falling exchange. It 
is interesting to notice the strong views expressed by 
financial experts and high Guvernment officials before 
1893 against any tampering with the Indian silver stand-. 
ard. 

Mr. R. Hardy, Treasurer and Secretary, Bank of 
Bengal, stated in a memoraridum, dated 22nd May 1884:-— 

“In conclusion, I would observe that the whole 
position of India, as a nation, in regard to the silver 
question, may be stated broadly as follows:—The 
foreign trade of India consists of exports of merchan- 
dise: the exports pay not only for India’s gold obliga- 
tions abroad, but for her imports of merchandise as 
well, and a balance always remains in her favour. 
This balance she takes in silver. If silver is cheap 
“she gets more of the metal than she would get if it 
were not so cheap, and I hold that it is most to her 
advantage to get more, than less silver. It, moreover, 
appears obvious that the pressure of the gold pay- 
ments upon India asa whole, depends not upon the 
price of silver, but upon the gold prices realised for 
the merchandise exported to meet such gold payments. 
That the Government isin the position of receiving 
its revenue in silver, it may be asserted, does not affect 
that, the national aspect of the question, and in my 

‘tt is, therefore, clearly the duty of Government 
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to meet any financial necessity arising from a fall in 
the exchange, either by increasing taxation or by 
reducing expenditure, or by both. To attempt to meet. 
the difficulty by taking the extreme measure of chang- 
ing the standard of value is, I think, out of the 
question, and I express this view, holding the opinion 
that the value of silver will probably yet fall con- 
siderably. ”* 


Referring to Lieutenant-General Strachey’s proposal 
to give India a gold standard. without a gold coinage, 
provision being made for the expansion of the currency 
to meet requirements of trade, Mr. J. ‘Vestland, Comp- 
troller and Auditor General, wrote in 1886 :— 


“Tam inclined rather to say that greater facility 
in meeting its home obligations is the only interest 
that India has in a gold standard; and ifa silver 
standard is better with respect to all its other relations 
and concerns, I cannot concede that the question 
connected with its home obligation is of such tremen- 
dous importance as to overwhelm ali others. The 
fact that our European officials, regarding our connec- 
tion with India as only temporary look to the gold 
standard of the country, where we ultimately intend 
to live, as preferable, for our own purposes, to the 
silver standard of the country where we earn our 
living, is somewhat apt to increase in our eyes the 
importance of remittance from India to England. But ~ 
if we want to stay in India all our lives, and our 
children after us, as the infinite majority of people 
dwelling in India do, I doubt if we would look upon 4 
manifestly appreciating standard as more desirable 
than one which has been fairly steady in the past, so 
far as absolute value can be measured.........66 — 


Mr. D. Barbour, Secretary to the Government of 
India, Department of Finance and Commerce, held identi- 
cal views and maintained:— 


ee ene 
* See Selection from Papers relating to the Introduction of a Gold Currency 
in India, pages 433 to 460, 
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“The loss or gain therefore to India, as distin- 
guished from the Government of India, in respect of 
her permanent gold obligations, depends entirely on 
the gold prices which she can obtain for her exports. 

.. No manipulation of the Indian currency can possibly 
affect the gold prices of Indian exports and therefore 
General Strachey’s proposal could in no case give any 
relief to India as a country whatever effect it might 

_have on the financial position of Government. Just as 

; much as Government gained, just so much must the 
Indian people lose.” 

There was a large body of people in India holding 
similar views* and they contended that (1) the exchange 
difficulty vould have been and ought to have been met 
by economy aud a reduction in the gold obligations of 
Government ; (2) and that it was not necessary to alter 
the standard of value as an artificial increase in the value 
of the rupee only transferred the burden from the State 
treasury to the shoulders of the people. 


132. @hange Effected.—The financial embarrass- 
ments of Government, however, proved an irresistible 
argument in favour of the adoption of the suggestion to 
make the rupees token coins and, by restricting their out- 
put, to raise their exchange value to 16d. per rupee. In 1899 
the Government gave up its attitude of hesitancy and boldly 
embarked upon a policy of agoldstandard to be ultimately 
accompanied by a gold currency. (1) Sovereignsand half 
sovereigns were made legal tender; (2) active steps were 
taken to open a mint for the coinage of gold in India, though 
thescheme was dropped in1902 tobe revived only ten years 
later ; (3) profits on the coinage of rupees were being 
accumulated in a special gold reserve to be used for the 
support of exchange; (4) efforts were made to induce 
people to use sovereigns as a medium of circulation. But 
very soon Government policy began to drift, the ideal 
recommended by the Fowler Committee was put out of 


a ge 


* See Appendices to the Report of the Fowler Committee, pages 47 to 65. 
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sight, and India came to have a gold exchange standard 
instead of a genuine gold standard. 


Government departed in several important particulars 
from the lines of policy laid down by the Fowler Com. 
mittee. 


‘The investmeni of the Gold Standard Reserva 
in securities in London, the dropping of the scheme 
for a gold mint in India, the practice of selling 
Council Drafts at something below gold point against 
the Currency Reserve, the establishment of the silver 
branch of the Gold Standard Reserve, the diversion 
in 1907 of money from that Reserve for capital expen- 
diture and its use in 1908 for meeting drafts sold by 
Government in India on London to private traders, 
are all examples of divergences from the scheme 
adumbrated by the Committee............ The system 
actually in operation has accordingly never been deli- 
berately adopted as a consistent whole, nor do the 
authorities themselves appear always to have had a 
clear idea of the final object to be attained. Toa 

_-great extent this system is the result of a series of 
experiments.’”* 


133. Gold Exchange Standard.—JIn India, as in 
other countries having a gold exchange standard, 


“Gold actually in circulation whether, it baa 
silver coin or a paper note, depends for its value in 
exchange, not on its own intrinsic worth, but on the 
maintenance in reserve of gold or resources readily 
convertible in gold and in the case of Russia and 
Japan, at any rate, large portions of the gold resour- 
ces are held not at home, but in London, Paris, and 
other monetary centres, just as India’s gold standard 
reserve is held in London.” 

Mr. J. M. Keynes, in his book+ and the Chamberlain 
Commission in its report, have favoured the gold exchange 
standard as peculiarly suited to the condition of India and 


TEI 


* See Chamberlain Commission’s Report, page 13. 
+ Indian Currency and Finance, 
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have dilated on the wastefulness ofa goldcurrency. The 
latter sums up its view in this connection thus :— 

“Our view is that India neither demands nor 
requires gold coins to any considerable extent for 
purposes of circulation (as opposed to saving or 
hoarding), that the most generally suitable media of 
internal circulation in India are at present rupees 
and notes, and that the Government should, as oppor- 
tunity may offer, encourage notes, while providing— 
and this is the cardinal feature of the whole system— 
absolute security for the convertibility into sterling 

“of so much of the internal currency as may at any 
moment be required for the settlement of India’s 
exterr 11 obligations.” t 

In his masterly note of dissent appended to the 
Chamberlain Commission’s Report, Sir James Begbie, has 
disposed of the objections taken to the adoption in India 
of a true gold standard, accompanied by gold coins in 
circulation, as was recommended by the Fowler Com- 
mittee. Financiers in other countries are alarmed at the 
large absorption of gold in India and would like that the 
stream of the yellow metel flowing to this country should 
be diverted into other channels. Imports of gold into India 
are only the price paid by foreign nations for a part of 
Indian exports, and the currency system of India cannot 
be developed to suit their convenience and interests. The 
accounts of the hoards of gold in India and of the hoarding 
habits of the people, are exaggerated and the fact that 
the masses in western countries also are addicted to that 
habit has been brought out by the quantities of sovereigns 
and other gold coins which have emerged from unexpected 
quarters for investment in war loans.* We have ample 
evidence to prove that gold coins have always been popular 
and in extensive circulation in this country. One of the 
lessons Mr. Ranade drew from his study of Mahratta 


Tae, 





+ Chamberlain Commission’s Report, page 20. 
* Committees of patriotic people in England have succeeded in unearthing 
small and scattered treasures of sovercigns from villages. 
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history was that ‘the statement now so generally made 
that India was too poor a country for the circulation of 
gold coins is unsupported by the facts of the case, as they 
can be ascertained from the history of the mints under 
Mahratta rule’ and that there is no reason why ‘if the 
gold coins were in demand a hundred years ago there 
should not be a similar natural demand for these coins in 
our present condition of greatly extended commercial and 
bankinp activity.’t 


¥ Conditions in India in this respect are different from 
those prevalent in other countries which have a gold 
exchange standard. (1) Here the annual goid absorption 
is large and the production of the yellow metal in Indian 
mines comes to four or five croresa year. (2) The balance 
of trade is usually favourable to this country, in spite of the 
payments which we have to make in Engiand; and occasions 
when gold may be required for foreign remittance, are 
rare. (3) The accumulation of token coins turned out of 
the Indian mints and absorbed by the people, is danger- 
ous, and if facilities are given for the circulation of gold 
coins by means of a gold mint and otherwise, stability of 
exchange will be still further secured. (4) The absence 
of a gold mint in India and the large circulation of silver 
tokens for which Government does not bind itself to 
give gold coins, are calculated to foster the hoarding 
habit which every one is auxious to discourage. (5) Too 
much attention is paid in India to the maintenance of 
exchange, and every thing else is subordinated to it. (6) 
The rupee, which is the principal coin of the country, is 
only anote printed on silver and its convertibility is 
limited.* _ (7) Gold coins largely circulated in India and 
were popular before the yellow metal was demcnetised in 


+ Currencies and Mints under Mahratta Rule. 


* See an article on the subject in Zhe Lconomic Journal, June, 1914, by 
Prof. J. S, Nicholson. 
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the last century, and if the people want gold coins there 
is No reason why they should not be supplied to them.t 

134. A Gold Mint for India.—After the Fowler 
Committee had recommended the adoption of a gold 
standard and a gold currency, the Government of India 
took up seriously the question of starting a gold mint in 
Bombay, and in his financial statement in 1900, Sir Clinton 
Dawkins announced that every thing was ready. But all 
possible imaginary difficulties having been raised by the 
Mint authorities in London and the British Treasury, the 
project was abandoned. The question was raised again 
in 1912 by Sir Vithaldas Thackersay by moving a resolu- 
tion in the Supreme Legislative Council and Mr. Gokhale 
accorded his support to the suggestion that gold should 
be coined in the Indian mints. 

The Government of India sent a despatch to the 
Secretary of State, dated 16th May, 1912, and strongly 
urged the necessity of minting a gold coin in India. The 
plea put forward in the despatch is supported by sound 
reasoning, and it completely demolishes the case of the 
opponents of the proposal. The despatch examines and 
refutes the arguments, (1) that an Indian gold coin is 
unnecessary, (2) that it will not assist the maintenance 
of exchanyve, (3) that it will be too expensive, and ends 
by remarking (4) that the proposal fora gold coinage 
had behind it the support of Indian public opinion. 

Lord Crewe, the Secretary of State for India, referred 
the proposal to thé Lord Commissioners of the Treasury. 








t Special inquiries were m: ade with regard to the circulation and popularity 
of the sovereign in the different parts of India, and Mr. Howard, Controller of 
Currency, arrived at the following conclusion :--‘‘On the whole, it may perhaps 
be fairly concluded from this evidence that the popularity of the sovereign as a 
medium of ordinary currency depends largely upon the extent to which it is 
made available to the cultivator by the various firms and middlemen who huy 
up his produce, and that when it is available in large quantities it is gladly 
. accepted and used in every day transactions........There is no doubt that some 
gold is hoarded or, in other words, put aside to raaet exceptional and unforeseen 
expenditure, but this is only natural”.—Report of the Controller of Currency 
for 3913-14, Appendiz JI], 
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They did not accept it and, instead, offered two alterna- 
tives :— 

(1) “That a branch Mint be established at Bombay 
solely for coinage of gold under the supervision of 
the Royal Mint and His Majesty’s Treasury; (2) that 
the control of the whole of the existing Mint at 
Bombay be taken over by His Majesty’s Government, 
who would accept at the expense of India the respon- 
sibility for an establishment, producing not only 
British gold coins but also coins for circulation in 
India, that is, silver and nickel.” 

These proposals could not be acceptable ; but as Lord 
Crewe pointed out in his reply, it was open to the Govern. 
ment of India ‘to produce at one of the Indian Mints a 
separate Indian gold coin of the denomination of say 
Rs. 10.’ The Secretary of State suggested that this course 
would be inexpensive and would avoid the intervention 
of the British authorities in India’s general coinage opera- 
tions. There was further this advantage that a gold coin. 
of the denomination suggested would satisfy such currency 
requirements as are not met by the present facilities for 
obtaining sovereigns, rupees and notes. 

The Chamberlain Commission, however, holding as it 
did that a gold exchange standard with an actual currency 
consisting of token coins and notes, was quite enough for 
India, did not see its way to lend its support to the idea 
ofa gold mint or even of the circulation of gold as 
currency. But if Indian sentiment wanted a mint and if 
the Government was prepared to incur the expense, the 
Commission stated, it might have a gold mint provided 
the coin to be minted was the sovereign (or the half 
sovereign ).* 

135. Gold Standard Reserve Fund.—One of 
the chief buttresses of the Indian currency system is the 





VE The monetary stringency caused by the War, at !ast swpet away all 
Objections and forced the hands of the Government, and a Royal Proclamation 
was issued on 21st December, 1917, directing that a branch of the Royal Min‘ 
be established in Bombay, that gold coins of the same denominations, designs, 
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Gold Standard Reserve Fund which was created on the 
recommendation of the Fowler Committee and was to be 
formed out of the profits on the coinage of rupees. The 
gold thus accumulated, was to be made available for 
foreign remittances whenever the exchange fell below 
specie point. But the intention of the recommendation 
and the object of the Reserve were differently interpreted, 
and the soundness of the policy pursued by Government 
in connection with the Reserve was seriously called in 
question. The chief questions for consideration regarding 
the reserve were :—(1) the purpose for which it should be 
used ; (2) the form in which it should be held ; (3) its 
location, that is, whether it should be held in England or 
Ind: i ; and (4), its amount, that is, whether it should be 
allowed to accumulate indefinitely and, if not, what limit 
should be placed on its accumulation.* 

These questions were forced upon public attention 
by the experiments which were made by successive finan- 
ciers with the gold reserve. Asa correspondent observed 
in the London Times towards the close of 1912, 

‘Sir Edward Law perpetrated the first blunder 
‘ by investing the reserve in England instead of keeping 
-itin India. He was obsessed,by the possibilities of 
interest, with the result that India has not only lost 
all the advantages of a liquid gold reserve but has 
suffered the loss of nearly a million sterling through 
the depreciation of securities.’ 
| Another point of departure was that in connection 
with purchases of silver for his coinage operations, Sit 
Edward Buker decided to hold six crores of rupees of the 





weights and fineness as goid coins cummed at the Mint mvy be ccined at the Bombay 
branch mint, that the Marter of the Mint prepare and transmit dyes for the gold 
coins to be coined in Bombay, that the coins so coined be deemed to have been 
issued from the London mint and be legal tender in like manner and to like 
extent, and the Bombay mint be regarded, for the purpose of gold coinage, as part 
of the London Mint. 


* See Appendices to the Interim Report of the Chamberlain Commission, 
page 87. 
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gold standard reserve in coined rupees. Then came the 
intervention of the Mackay Committee. 

“The demand for railway construction had out- 
stripped the capacity of the Government of India t9 
furnish the necessary funds. A committee which sat 
in England under the chairmanship of Sir James 
Mackay (Lord Inchcape), light-heartedly recom- 
mended that half the profits on coining should be 
diverted to capital expenditure on railways. A mil- 
lion sterling was misappropriated to this purpose 
before the universal condemnation of such a perver- 
sion of sound principle compelled the Secretary of 
State to withdraw a decision which in no conceivable . 
circumstances should have been taken.”’ 


Attempts were likewise made to fix a limit to the 
accumulation of the gold reserve fund so that additions 
to it beyond the limit might be devoted to capital ex- 
penditure. 


‘ In the crisis of 1907-08, the balance of trade turned 
against India. Exports fell off owing to the unfaveurable 
character of the agricultural season and imports continued 
to pour in. There was a heavy demand for remittance of 
gold abroad, stimulated by the premium upon the yellow 
metal caused by the American financial crisis. The 
Government of India frst hesitated and doled out gold in 
smal] quantities. But its stock was small and was likely 
to be soon exhausted. It, therefore, sold sterling drafts 
on London to the extent of £ 8 millions, which put a 
severe strain on the gold standard and currency reserves 
in London. This experience taught a valuable lesson in 
the management of In:lian currency, and similar measures 
were resorted to when there was an adverse balance of 
trade soon after the out-break of the war. 


136. Kecommendations of Chamberlain Com- 
mission.—The Chamberlain Commission discussed all the 
points in dispute between Government and its critics with 
reference tothe gold Reserve, mainly the questions whether 


egg 


the bulk of the Reserve should not be held in gold instead 
of in securities and in India instead of in London and 
whether the Reserve should not be used to relieve monee 
tary stringency in this country instead of being locked up 
in England. The Commission thought that asthe chief 
purpose of the Reserve is the maintenance of exchange 
and as the gold is wanted for payment in London, that 
financial centre is the proper place where it should be 
located. 


It concluded :—(1) No limit can at present be fixed 
to the amount upto which:the Gold Standard Reserve 
should be accumulated; (2) the profits on coinage of 
rupees should for the present continue to be credited 
exclusively to the Reserve; (3) a much larger proportion 
of the Reserve should be held in actual gold. By an ex- 
change of assets between this Reserve and the Paper 
Currency Reserve, a total of about 10,000,000/ in gold can 
be at once secured. This total should be raised, as oppor- 
tunity offers, to 15,000,000/, and thereafter the authorities 
should aim at keeping one half of the total reserve in 
actual gold ; (4) the Indian branch of the Reserve in which 
rupees are now held should be abolished, the rupees being 
handed over to the Paper Currency Reserve in exchange 
for gold; (5) the proper place for the location of the 
whole of the Reserve is London; and (6) the Govern- 
ment should definitely undertake to sell bills in India on 
London at the rate of 1s. 349d. per rupee whenever called 
upon to do so. 


The consideration that a reserve of gold held in India 
will inspire confidence in the public mind and may be lent 
to Indian banks to the benefit of commerce and industries, 
as also the consideration that in atime of crisis location 
of Indian gold in London may cause serious inconvenience 
and loss, did not impress the Commission, and it lent its 
support to the policy pursued by Government with regard 
to the location of the Reserve. On the outbreak of the 
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war, the silver branch of the Reserve was abolished and a 
loan was taken from it temporarily to replenish the cash . 
balances of the Government of India. The following 
table shows the disposal of the sums paid to the Reserve 
upto 31st March, 1916 :-— 


Profits on Coinage :— 
Total Profits realised, rst April, 1900 to 


31st March, 1916... es a 23 537,195 
Deduct amount used for Capital Ex- 
penditure on Railways... . +0. wwe 1,123,655 


cee CRE Morea 


Profit paid to Gold Standard Reserve ... ase vce = wee 28,413,540 
Interest and discount received upto 31st 





March, 1916 wae aie dus § 453,539 
Profit by exchange one one nee 109,439 
— 5,562,978 
Profit and Interest paid to Reserve from 
Ist April, 1900, to 31st March, 1916 _ age coe «=» -@. 7,976,518 
Deduct— 
Loss on Sale, Redemption, and Conversion 
of Securities... - sae naa 1,192,367 
Loss through depreciation sis ose 512,361 
Miscellaneous charges... sae wes 20,407 
ae 1,725,135 
Amount of Reserve on 31st March, eos sits £ 26,251,383 
Sterling securities held in at ( sstitiated £ 
value ) ea ue ak we 16,213,692 
Cash held in England on secant. ; 
of the Reserve re ove wee coe se cas 5,792,631 
Gold held in India on account of the Reserve ... eae oF 238,734 
Temporary loan from the Reserve to Treasury 
Balances in India see sie as aa ‘ies sas 4,000,000 
Book credit in Treasury Accounts, India, ia Sus ore 1,326 


£ 26,251,383* 


* The balance of the gold Reserve was as under on 31st March, 1917:— 
In England:— 


Cash placed by the Secretary of State at short 


notice. oon eee eee eee 6,001,456 
Estimated value of ‘seillag securities of the nominal 
value of £ 26,320,337 see mus wee eee us 25,405,570 


In Indias— 
eve eve eee see eee eee 103,000 


Total se. 31,510,036 
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“At the end of the official year, 1916-17, the total of 
the Reserve stood at £ 31-5 millions, more than £ 4 
million being added to it on account of the huge coinage 
of rupees the Government had to undertake to replenish 
its dwindling stocks. The loan taken from the Reserve 
was returned to it in the course of the year, and % 25:4 
millions were invested in London, £ 6 millions having 
been placed at short notice by the Secretary of State for 
India. The holdings in the gold Reserve on 31st March 
1918, were estimated at £ 34°31 million and out of this, 
£ 28-31 million was invested in London, the remaining 
£6 million being placed at short notice in the same 

eee There was not an ounce of this gold in India at 
the close of 1917-18. 

13%. Paper Money.—To economise the use of the 
precious metals and to supply to the public a more 
convenient form of currency, Governments and banks 
issue paper money, and paper occupies a large place in 
the currenc‘es of the advanced nations. The cheque in 
England andthe bank note on the continent, are extensive- 
ly used as media of exchange, and metallic money occupies 
only a very subordinate position there. The right of 
issuing notes is a monopoly enjoyed by banks in certain 
countries, while in the United States of America banks 
are allowed to exercise this function freely.* As the right 
to coin money out of paper is likely to be abused to the 
detriment of the public, the issue of notes is generally 
regulated by the State in all countries. Where there are 
State banks, asin Russia, there is no question of the 
control of Government. In countrics, like England, 
France and Germany where the connection between the 
central bank and the State is very intimate and in America, 
where there are numerous private banks enjoying the 
tight of note issue the regulation of the issue of notes is 
found necessary in the interests of the public. : 


* Though there is no monopoly of issue in the U.S. A., the privilege of 
note issue enjoyed by banks is hedged in with various conditions and restrictions, 
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There has recently been a great expansion of paper 
currency in India, the stringency of money caused by 
the war having necessitated the issue of large quantities 
of notes. The use of cheques in ordinary transactions, is, 
however, extremely limited and though the progress of 
paper circulation is satisfactory, so far as it goes, there is ’ 
yet an unlimited field for the expansion of pauper currency. | 
Spread of education, progress of industries and commerce 
and the policy of Government tending to popularise 
currency notes, will encourage a larger use of paper 
substitutes for metallic money. Instruments of credit 
Were in use among bankers and merchants in old times 
but bank notes and notes issued by the State asa part of 
general currency, were not known. This is a develops 
ment of the past seventy years. 

““Under Acts of the Governor-General, Nos. VI 
of 1839, III of 1840 and IX of 1843, the Presidency 
Banks of Bengal, Bombay and Madras were authorised 
to issue notes payable on demand, but the issue of 
the notes was practically confined to the three cities 
of Calcutta, Bombay and Madras. These notes were 
not legal tender. The issues were limited to maxima 
of two crores of rupees in the cases of the Banks of 
Bengal and Bombay, and of one crore in that of the 
Bank of Madars. These Acts were repealed by Act 
XIX of 1861, providing for the issue of a paper curren- 
cy through a Government Department by means of 
notes of the Government of India payable to bearer 
on demand. These notes were made legal tender 
within the circles of issue. Since the lst March 1862, 
when this Act took effect, no banks have been allowed ! 
to issue notes in India.”’ * : 

138. Regulatiin of Issue.—Mr. James Wilscn, 
Finance Member of the Governor-General’s Council, 
initiated the new policy by introducing a Bill relating to 
the paper currency in India in 1860. He nointed out in 
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his speech the advantage of a Government paper currency 
to be managed entirely by the State. “The Government 
of India,” he said, “ proposed to take the issue department 
of the Bank of England as their model.” 

* Not only would such an issue department pos- 
sess @ security greater perhaps than that of any bank 
of issue in the world, but there would be a large direct 
profit to the State from the interest derived from the 
fiduciary portion of the reserve and an indirect 
advantage in the improvement of Government, credit 

rom the purchase of securities for the paper currency 
eserve. I should mantion that Mr. Wilson's bill did 
not become law without considerable modification, 
the principal being that the ‘lowest denomination of 
note was fixed at 10 rupees instead of five, and that 
the fiduciary portion of the reserve was limited by the 
Act, as passed, to four crores of rupees instead of 
two-thirds of the note circulation as proposed by 
Mr. Wilson.’ ’t 
Notes, which are only silver or gold certificates, 
representing a stock of the precious metals of equal value 
kept in reserve, do not possess the advantages mentioned 
above ; and fiat money or inconvertible paper money has 
its dangers. The Government of India placed before 
itself as:its guide the English Bank Charter Act of 1844 
and imposed a limit upon the fiduciary issue though that 
limit has been raised from time to time as the circulation 
of the currency notes has steadily expanded. The issue 
of bank notes is regulated by the State in all countriese 
A reserve of gold and silver is insisted on asa guarantee 
for the encashment of the notes whenever they are 
presented, and the amount of the notes which need not 
be so secured by a reserve, is strictly limited by law, a 
departure being allowed therefrom only under specific 
conditions. The portion of the note issue not covered by 
a reserve of cash, may bear a certain ratio to the total 


t Evidence of Mr. F. W. Newmarch before the Currency Commis 
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circulation or may be a fixed amount to be automatically: 
raised with the increase of issue.* 

It was provided by the Act of 1861 that bullion and 
coin should be retained as a reserve to pay the notes 
issued, with the exception of such an amount not ex- 
ceeding four crores of rupees as the Governor General 
in Council with the: consent of the Secretary of State 
for India might from time to time fix. This amount was 
to be invested in “‘ Government securities.” In December 
1863 the note issue was valued at Rs. 5,11,00,000 and the 
Reserve was composed thus :— 


Silver Coin Reserve oes ove die 1,92,22,868 
Silver Bullion Reserve _... ses ‘ee 1,17.00,005 
Government Securities ¢1. sei -v -—«@,00,77,132 

5, 11,00,000 


The invested portion of the Reserve was thus about 
two-fifths of the total circulation. 

The maximum fiduciary issue, which was originally 
limited to 4 crores, was raised to 6 crores in 1872, to 8 
érores in 1890, to 12 crores in 1905 and to 14 crores in 
1911, Originally the securities in which a portion of the 
paper currency reserve was to be invested, were to be 
‘ securities of the Government of India’; but when in 1905 
the limit of the fiduciary issue was raised to 12 crores, 
‘securities of the United Kingdom of Great Britain and 
Ireland’ and ‘securities issued by the Secretary of State 
for India in Council under the authority of Act of Purlia- 
ment, and charged on the revenues of India’, were added, 
the value of the latter classes of securities being limited 
to 2 crores. By Act VII of 1911 the limit of the invested 
portion was raised to 14 crores and it was provided that 
4 crores out of these might be invested in securities other 
than those of the Government of India. 

As will be shown below, the invested portion has 
been raised from this limit to Rs. 86 crores, and the balk 


* Compere British, French, American and German systems in this | 


of these securities are, at present, British Treasury Bills, 
By the Indian Paper Currency (Amendment) Act, 1918, the 
mazimum limit for the issus of cutrency notes against 
Treasury bills, was raised from 42 to 66 crores of rupees. 
Fhe metallic portion of the Reserve was 53 per cent. of 
the active note circulation on lst February 1918 against 
96 per cent. on the same date in 1914. 


139. Currency Reserve .—For several years the 
Paper Currency Reserve was kept mainly in silver and in 
India. But since 1898 this policy has been changed, and 
a portion of the Reserve is now located in London to be 
used for the purchase of silver for coinage purposes and 
also for the support of exchange. In 1898 an Act was 
passed (II of 1898) enabling notes to be issued against 
gold held by the Secretary of State in London. This Act 
was a temporary measure intended to meet exceptional 
conditions. The Secretary of State sold bills beyond his 
own requirements for the convenience of trade, but the 
Goverpment of India could not meet them from their 
balances. The above Act was intended to enable them to 
meet the drawings from the Paper Currency Keserve, the 
Secretary of State setting aside gold to the account of that 
Reserve in London to the same amount as the Government 
of India took out from the Reserve in this country to 
meet his drawings. 


This temporary arrangement was extended for two 
years and then in 1902 by Act IX of that year, made 
permanent. The Secretary of State was enabled by this 
Act, to purchase silver bullion and to transmit it to India 
for currency purposes. ‘Thus the Secretary of State might 
either (1) hold gold in England as part of the reserve 
against the note issue in India, or (2) he might transmit 
the gold to this country to serve the same purpose here or 
(3) he might expend it on the purchase of silver, also to 
form part of the reserve. Gold or silver in transit to India, 
from its location as part of the reserve in England or vice 


versa, remains part of the reserve while in transit. In 
practice only the first and the third of the above alterna- 
tive courses are adopted as ordinarily sovereigns are 
‘imported on private account in sufficient quantities into 
Indi: and render it unnecessary for the Secretary of State 
to ship them.’ 


If the silver required fcr coinage purposes cannot be 
purchased in India,” it is but reasonable that a part of the 
Paper Currency Reserve should be transferred to London 
by the sale of Council bills to enable the Secretary of State 
to make the necessary purchases whenever necessary. 
But the portion of this Reserve located in London, came 
to be regarded as a first line of defence in a time of 
exchange crisis, and strong objection was taken to the 
utilization of the currency reserve which is intended mainly 
to enable the Government of India to encash its notes for 
supporting exchange and to the investment and locking 
up of large funds in England. It was argued that the 
English joint stock banks worked with a very small 
reserve of gold and relied too much on the Bank of Eng 
land and that it was dangerous to hold the gold of the 
currency reserve earmarked at that Bank. The general 
objection to the transfer of Indian gold to London in the 
case of the gold standard reserve applied with greater force 
to the gold in the currency reserve. The Government, 
however, replied that if the gold on account of the Reserve 
were not drawn to London, it would, in any case, have to 
be tran.ferrd there for the purchase of silver when the 
stock of rupees was depleted and gold in India could not 
serve the purposes of currency. it was stated that 


“The gold in the Reserve in India has been much 
in excess of the demand, that the Gold Standard 


* The necessity and wisdom of transferring even a part of this Reserve to 
London have been doubted and it ls urgei, with much show of reason, that 
silver purchases should be regularly and directly made in India through Indian 


Che Gold Standards Reserve has recently increased 
very rapidly owing to the enormous amounts of rupees 
the Government had to coin to meet war expenditure 
incurred on account of His Majesty's Government. The 
necessity of earmarking gold belonging to the Currency 
Reserve at the Bank of England which is said to be 
‘equivalent to the export of gold from London to India,’ 
because that gold so set aside‘against notes issued in this 
country, is not available to the London market, was re- 
moved by an amendment of the law, and the Secretary of 
State for India was empowered, by successive, steps, 
within three years after the out-break of :the war, to 
invest the Reserve up toa total amount of Rs. 34 crores, 
this limit of securities in England having been only Rs. 4 
crores before the out-break of the war. The total in- 
vested portion of the Paper Currency Reserve was ine 
creased, by March, 1918, to Rs. 86 crores as against 
Rs. 14 crores only before the war broke out. The Gold 
Standard and Paper Currency Reserves have expanded 
beyond all expectations in the course of the years of 
war, and the recommendations of the Chamberlain Com- 
mission will not give sufficient, guidance to decide how 
they should be invested and utilised as a permanent policy. 


140. Note Circulation.—Indian currency notes 
‘are in the form of promissory notes of the Government 
of India, payable in rupees to bearer on demand, and are 
issued in denominations of 5, 10,50, 10:, 500, 1,000, and 
10,000 rupees. They are issued without limit at any paper 
currency office against rupees or gold. For the purpose 
of the note system, Iudia is divided into certain circles, 
and (with the exception of the 5 rupees note which was 
universalised outside Burma in 1903) the notes were, until 
1910, legal tender only within the circle of issue.’ Since 
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then all the smaller denominations of riotes up to and 
including those for 100 rupees, have been universalised. 


An urgent demand for currency which could not be 
satisfied with the available stock of rupees, led the Govern. 
ment to think of issuing notes of extremely small 
denominations suth as one rupee, in imitation of the one 
£ and 10s. notes of England. The one-rupee notes were 
issued on Ist December, 1917 and notes of the demona- 
tion of Rs. 2} on 2nd January, 1918. The issues were 
first confined to the three Presidency towns and special 
facilities were given for their encashment at the Post 
Offices. In the course of a few months their total issue 

‘reached a value of Rs. 45 lakhs, and the encashments 
‘amounted only to Rs. 11 lakhs. These notes were pri- 
marily issued with the object of supplying additional 
currency and economising the use of silver which had 
The above universalisation 


become extremely dear. 


of notes has assisted to expand and popularise paper 
currency in India. The average gross circulation of notes 
was 28°58 crores in 1900-01, 45°14 crores in 1906-07 and 
65.62 crores in 1912-13. The active* average circulation 
in these years was 22°05,33-93,41°89 and 45°39 respectively. 
The active circulation on the Ist February in the follow- 


ing five years was :— 


1914 
1915 
1916 
1917 
1918 


Total circulation 
‘(crores of Rs.) 


63°9 
60°3 
62°4 
8494 
104°8 


Active circulation 
(crores of Rs.) 


51*9 
45°] 
54°] 
67°9 
82°1 


* The ‘net’ circulation is obtained by deducting from the gross amount 
the quantity of notes held in Reserve Treasuries. We get the active circulation 
if notes held in other Government Treasuries and in Presidency Bank Head 
Offices are further deducted. In this latter calculation notes held in Government 
Treasuries other than Reserve Treasuries, are not often included, 
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. The following table gives the circulation of each 
denomination of note on 3lst March of 1915, 1916 and 
1917, 

















a tales 1915 1916 1917 
5 3,139,195 | 4,493,223 | 6,624,239 
10 | 10,986,196 ; 18,830,430 | 25,598,096 
20 28.774 28,846 21,652 
50 348,290 449,005] 504,180 
100 1,605,697 | 2.035,915 | 2,532,181 
500 47,390 46,661 | 48,914 
1,000 92,037 89,875 | 112,480 
10,000 15,651 | 12,679 18,890 
Total Pieces ... | 20,262,710 | 25,958,637 | 32,460,539 


- y Value in Rs. /61,62,59,615 |67,73,34,540 |86,37,51,735 











The Government of India and the Secretary of State 
perform several functions which, in other countries, are 
performed by private and State banks. The connection 
between the Indian Government and movements of trade, 
internal and external, is very intimate and the financial 
operations of the Currency Department and of the India 
Office, are on an extensive scale. 


“Briefly the position is that, in addition to the 
Treasury, Currency Reserve and Gold Standard 
Reserve Balances at Head-quarters, Government hold 
large amounts of money distributed over India in 
District treasuries and in currency chests,’ nearly 
every treasury having such a chest, -Money comes 
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in to the Government treasuries and subtreasuries all 
over the country in payment of revenue, from which 
it is necessary to provide funds for expenditure at 
Head-quarters or in order to meet outgoings in Eng- 
land. Conversely, the trading firms have large remit- 
tances to make to the interior in payment for pro- 
duce. Firms requiring money for this purpose cons: 
tantly apply to Government for remittance orders 
from one place to another within the country, and— 
Government meet their requirements so faras they 
can do so, by the issue at a small charge of supply 
bills and telegraphic transfers through treasury or 
currency. The amount of remittances annually effec- 
ted in this way is very large. The arrangement is 
economical for all parties concerned as enabling these 
Itransactions to be largely effected without any actual 
‘movement of coin.”* 

We propose to notice in the next chapter, a similarly 
intimate relation which subsists between the operations 
of Government and the adjustment of the transactions 
of India’s external trade. 

141, Summary.—Gold and silver coins have been 
used in this country as currency from time immemorial, 
though no attempt was ever made to lay down by law a 
ratio between the values of the two coins. Every king 
and prince had his own coils, anda uniform currency in 
such a large country was not to be expected. _The East 
India Company founda multiplicity of coins current at the 
beginning of the nineteenth century and thought it desira- 
ble to establish a uniform currency system in its dominions. 
Without actually demonetising gold, it tried to give 
prominence to the rupee currency and ultimately silver 
monometallism became the regular system of the country. 

Gold coins still continued for several years to be 
fteceived at Government treasuries at a fixed ratio of value, 
but this was found inconvenient and the silver standard 
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was. proclaimed in 1853, The Government was asked from 
time to time to adopt the gold standard but it did not see 
its way to doso. Silver came to be discarded as standard 
of value by one country after another in Europe, and the 
fallin the gold price of silver caused great embarrassment 
to nations which were on the bimetallic basis. They 
tried to protect themselves against the influx of the cheap 
white metal and to maintain the legal ratio between gold 
and silver. But the efforts proved ineffectual and had to 
be abandoned. The free coinage of silver was stopped 

| and the silver coins, though unlimited legal tender, became 
tokens. 


India was in a similar case. Here there was no 
bime<allism and a parity of the two metals had not to be 
maintained. But the Government of India had to make 
remittances to England every year in gold and its revenue 

| was collected in silver rupees. As the gold price of silver 
steadily declined, Government had to find more rupees to 
meet the demand for home chasges. Economy and addi- 
tional taxation, Government believed, had reached their 
limits and they proposed to stop the free coinage of rupees 
in Indian mints and thus to raise its power of purchasing 
gold. The Herschell Committee, appointed to inquire into 
this question, approved the suggestion and in 1893 the 
mints were closed, not without strong opposition from 
the public. 


Stability of exchange was, however, the main object 
to be secured and on the advice of the Fowler Committee, 
the gold value of the rupee which had steadily gone up in 
the mean while, was fixed at 16d. in 1899. A gold standard 

was thus established and was to be accompanied by a gold 
currency in active circulation. This aim was, however, 
soon lost sight of, and Government drifted towards a gold 
exchange standard under which the yellow metal is tobe 
made ‘\is!ablé only for remittance purposes abroad while 
the currency for internal use may consist of silver tokens 
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or paper. The policy recommended by the Fowler Com. 
mittee and accepted by Government was likewise departed 
from in several important particulars. The gold reserve 
which was intended to be drawn upon in an exchange 
crisis in India was removed to London and invested there 
and the profits on rupee coinage were diverted to railway 
construction. The Chamberlain Commission was appoint. 
ed to inquire into the soundness or otherwise of the 
criticism of the currency and financial policy of Govern- 
ment. 


The Commission placed the seal of its approval upon 
the policy which had been developed and only recom- 
mended certain changes with respect to the size of the 
gold reserve and the form ia which it should be kept. It 
was satisfied with the gold exchange standard and regard- » 
eda gold currency in active circulation as superfluous, / 
The Commission held that rupees and notes were quite 
enough and that the use of gold coins would be wasteful. 
It recommended that the invested portion of the Paper 
Currency Reserve should be increased from 14 crores to 
20 crores of rupees in view of the steady expansion of 
paper circulation and of the economy which might thus be 
effected in the use of metallic mone. The limit of this 
uncovered portion of paper currency has been steadily 
extended since currency notes were first issued in 1862, 
till under the stress of the war, Government was empower- 
ed to invest Rs. 86 crores out of the reserve, the bulk of it 
being invested in British Treasurv Bills. 


Like the Gold Standard Reserve, a part of the Paper 
Currency Reserve is located in London and is used for 
purchasing silver and was Jooked upon as a first line of 
defence in a financial crisis. The Chamberlain Commis- 
sion, while disapproving of the suggestion that the cur- 
rency Reserve, having for its object the redemption of 
notes in rupees in India, must be maintained in this 
country, did not endorse the view that it should be relied 
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upon for maintenance of exchange. Both the Reserves 
have grown with the currency, and the problem of dealing 
with them will have to be discussed and finally decided. 
In the meanwhile, currency notes are becoming more 
popular and the policy of universalising the notes of dee 
nominations upto Rs. 100, seemsto have largely contribut- 
ed to this result. The recommen lations of the Chamber. 
lain Commission were bzing considered by Government 
when the War broke out an.! put a stop to all discussion, 
Extraordinary measures had to be taken in the course of 
the strugvle, and among thesc was the power taken by 
Government to increase the invested portion of the Cur. 
rency Reserve, to invest the major portion of it in 
British [reasury Bills and to start a gold mint in Bombay. 
Thus Indian gold granted considerable relief to the 
London money market and Indian investments ran up to 
a hundred and twenty-five crores. 


Chapter XI. 


FOREIGN EXCHANGE AND FINANCE. 
REFERENC32S. 


Clare: A. B.C. of Foreign Exchanges; J. A, Told: The Mechanism 
of Ex hange; Hartley Withers: The Meaning of Money; J. M. Keynes: 
Indian Currency and Finance ; H. F. Howard: India and the Gold 
Standard; Report of the Herschell Committee ; Report of the Fowler 
Committee ; Report of the Chamberlain Commission ; Annual Reports 
on the operations of the Currency Department ; Annual Reviews of the 
Trade of India; Annual Financial Stutements; Proceedings of the 
Viceregal Council; V. G. Kale: Gokhale and Economic Reforms. 


142, Mechanism of Exchange.—If full payment 
in gold or silver was to be made to foreign cvuntries for 
commodities imported from them ard if they were expect. 
ed to make remittances of the precious metals for articles 
exported to them, it would be a troublesome and wasteful 
proceeding. As the paper money of one country will not 
be accepted for payment of debts in another, the precious 
metals will have to pass to and fro between nations to 
settle their indebtedness to one another. But the trouble 
is avoided and the expense is saved by the mechanism of 
bills of exchange which enable international indebtedness 
to be adjusted very easily. Importers who have to make 
remittances abroad, purchase the orders issued by ex- 
porters of commodities to foreign countries to their cus- 
tomers and send them to their creditors who realise the 
money from people on whom the bills are drawn and who 
are themselves saved the trouble of making remittances 
to their own creditors. If a balance of indebtedness 
remains after such adjustment has been made, gold or 
silver may be remitted to make up the amount. 

* International like domestic transactions are set- 
tled in terms of money: the machinery for effecting 
payments differs in magnitude, not in principle. A 
merchant A in France, let us say, has imported coffee 
from M in Brazil, while B in France has exported the 
game value of silks to N in Brazil. Instead of sending 
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money to M, and N sending it back to B, it is far 
simpler for A and B to settle with each otherin Paris 
and M and N in Rio de Janerio. B accordingly writes 
an order, known as a bill of exchange, to N directing 
him to pay M, or,in technical language, B draws on 
N; A buys this bill from B and remits (i. e. sends ) it 
to M, who presents it to N and gets it cashed. Thus 
no money is exported and only one bill is drawn. In 
as much as it is not always easy for the M’s and N’s to 
find each other in Rio de Janerio, and the A’s and B’s 
in Paris, the business of issuing and purchasing such 
bills has become the function of the banker and the 
bill broker.’’* 

The reciprocal liabilities of nations, as of individuals, 
are n-t equal and the balaice may be paid as much by the 
remittance of a bill of exchange as of gold. Bills can be 
transferred by indorsement and are always available in all 
parts of the world for payment abroad. 


‘* Owing to the rapid growth of English commerce 
and the stability of our standard of value, London has 
become the financial centre of the world and there is 
no country which has not large and constant dealings 
with London. Asa consequence it has become the 
custom to draw bills upon London, that is, draw bills 
which are payable in London, all over the world. 
These are accepted if they are good, everywhere, and 
they have become by degrees aspecies of international 
currency. And since the bills are so plentiful and 
common it is always easy for any man who is abroad 
and desires to make a remittance to England to pur- 
chase one of these bills from a person whose business 
it is to deal inthem, and then to post the bill to this 
country.” t 

“The system by which commercial nations dis- 
charge their indebtecness to one another is called 
“Foreign exchanges.” It deals, in fact, with the 
means of transmitting and settling international debts. 


‘ 





* Se igman: Pr neiples oc Economics, 
+ H. T. Easton: Money, Exchange and Banking. 
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At the same time, however, it deals with the interna- 
tional value of money, and with the value of a debt 
due in one country and payable in another.” * 

The rate of foreign exchange is the rate at which a 
definite amount of foreign money can be obtained and 
laid down in another country by the payment of the 
money of one’s own country. A merchant who wants to 
make @ remittance to a foreign country, inquires how 
much he will be able to pay to his creditor abroad with a 
definite amount of the currency of his owa country. IE 
the rate of exchange between London and New York is 
declared to be 4: 866, it means that an English merchant 
will be able to remit that amount of dollars to America by 
paying one sovereign in London. Similarly if the ex- 
change on Paris is 25:225, the same merchant will lay 
down that amount of francs in Paris by paying one 
sovereign to his banker in England. 


143. Rate of Exchange.—The rate of exchange 
between countries haviny the standard coin made of the 
same metal, will be the relation between the weights of 
the metal of a particular fineness contained in the coins, 
This is the ‘mint par of exchange,’ and the actual rate wil] 
be above or below it as a country has to receive more or 
less from foreign countries than it owes to them. The 
fluctuations in the rate of exchange, are, however, limited 
to the ‘gold points,’ and of the two methods of remitting 
money abroad viz. sending gold and sending a draft, that 
one will be chosen which is less expensive. If the charge 
of remitting gold is lower than that of posting a bill, the 
former alternative will, of course, be preferred to the 
latter. : 


‘When the number of people who want to send 
from Sydney to London is greater than the number of 
those who want to send money from London to 
Sydney, the latter will be in an advantageous position, 
and able to buy drafts on favourable terms, but the 


* H, T. Easton ; Money, Exchange and Banking. 


280 Inpian EcoNOMICS. 


amount in Sydney that their sovereigns or cheques re- 
presenting sovereigns in London will fetch cannot rise 
above the exact equivalent plus the cost of remitting 
coin from one centre to the other. When that point is 
reached the exchange is at gold point.”’ * 

The relative value of the English sovereign and the 
French franc is 25f. 22c. to the sovereign which is the 
mint pur of exchange. If the cost of remitting one 
sovereign to Paris is say 7c., it will buy only 25f.15c. in 
that city. A London merchant will prefer to buy a bill 
and send it rather than remit gold if he can obtain, say 
25f. 18c. in Paris by the former meihod. This will, how- 
ever, depend upon the mutual indebtedness of England 
aud I'rance which will determine the rate of exchange 
lying between the gold points. 

“It thus becomes evident that the foreign ex- 
chanzes are a mechanism by which international in- 
debtedness is settled between one country and another 
and that rates of exchange are the prices at which the 
currencies of the various countries are expressed re- 
latively to one another. Whanthe balance of claims 
between two places does not roughly agree gold has to 
be shipped to settle the difference, unless it can be met 
by what is called arbitrage which consists of dealings 
in bills on other centres. For instance, London may 
not have enough claims on Paris to set off the claims 
of Paris on it but may be able to fill the gap with bills 
on Berlin, or some other centre, which Paris may 
happen to want.” ft 

There can, of course, be no mint par of exchange 
between countries having currencies of different metals, 
but the general principles of foreign exchange given 
above apply also to the reciprocal relation between those 
currencies. The fluctuations in the rate of exchange will, 
in these cases, be great, but at any given moment, there 
will be a definite rate at which the currency of one coun- 
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try based on gold may be converted into that of another 
having a silver or paper basis. The market price of silver, 
and the quantity of the paper money in circulation will 
determine this rate of exchange. The exchange on India 
before 1898 and on China even at the present day, are 
instances in point. 

There is one matter which it is necessary to make 
clear in this place, and it relates to the way in which 
foreign exchange is expressed. We may state either how 
much of foreign currency a unit of our national currency 
will buy or how much of our own currency will be needed 
to purchase a unit of foreign currency. These are two 
ways of expressing the same relation, but are likely to 
create confusion in the minds of the uninitiated. Thus in 
London the exchange on New York and Paris is stated to 
be §4°86 and 25f. 20c. respectively, but that on Bombay is 
said to be 1s. 44d. From this, the Indian end, we may 
say that one rupee will buy ls. 44d. in London, but on 
the same principle, the exchange on Bombay would be 
expressed by being stated as Rs. 14-15-0, which is the 
amount of the Indian currency that the sovereign will buy 
in this country. But itis the practise to express both 
the exchange on London and that on Bombay in English 
currency and it will be, say Js. 32$d. and ls. 4}d.* 


144. Indian Exchange.—Having briefly stated 
the general principles of foreign exchange, we shall now 
proceed to describe the nature and course of exchange 
as it affects India. The question of foreign exchange has 
played a very important part in the development of the 











* The expressions ° high exchange’ and ‘ low exchange ’ will prove mislead- 
ing unless the sense in which they are used in particular cases is clearly under- 
stood. A rate of exchange which is favourable from the point of view of im- 
porters is unfavourable from that of exporters. But exchange is said to be favour- 
able to a country when it is in 2 position to receive more of a foreign currency 
for a definite amount of its own ; because it is in having to make excessive re- 
mittances abroad that the danger of exhausting national stocks of gold, is in- 
volved. National stocks of gold are jealously guarded as‘on them is reared the 
whole superstructure of a nation’s system of credit. 


36 
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currency and financial organization of India owing mainly 
to two causes: (1) First, the standard of value,as described 
in the last chapter, has for many years, been in India a 
silver standard. With the steady fall in the value of 
silver, the exchange with countries having a gold standard 
went lower and lower till the fall was arrested by the 
closure of mints in 1893. Exporters of goods from India 
benefited by a fallin exchange as they received more 
silver in India for the same quantity of gold obtain- 
ed in foreign countries as the price of those goods. But 
importers of commodities from abroad and others who 
had to make remittances to foreign countries, had to pay 
more rupees to get the same quantity of sovereigns in 
London. With the adoption of a gold standard the pro- 
blem of exchange became easy and fluctuations in the 
rate were limited. 


(2) The second factor in the situation has been the 
obligation on the Government of India to remit a large 
amount of money every year to the Secretary of State for 
meeting the Home Charges. Government was, therefore, 
deeply interested in bringing about a stability of exchange 
so that it might be sure as to the amount of rupees it 
must provide from year to year. Though we now have 
a gold standard in India, it exists for purposes of ex- 
change only, and the responsibility rests upon Govern- 
ment to maintain the value of the rupee at the fixed rate 
of 16d. to the rupee. The Indian system is not automatic 
and the relation of the rupee with foreign currencies is 
not regulated by the course of the prices of silver and 
gold and the course of trade. The balance of trade does 
indeed determine in India, as elsewhere, the fluctuations 
of exchange between the gold points, but if the ex- 
change rises or falls beyond these limits, it is mani- 
pulated by Government by the cessation of the sale of 
Council bills in London or by the offer of drafts on 
London, as we shall presently show. 
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The financial transactions of the Government of 
India in this country and in London, have thus exercised 
a powerful influence upon the development of the system 
of exchange in this country. (3) But there is a third factor 
in the situation, viz. the needs of the import and export 
trade of the country. The great Exchange Banks, no 
doubt, finance, the export and import trade of the 
country, but the Secretary of State for India sells drafts 
on the Indian Government to place himself in funds in 
London and also for the convenience of importers of In- 
dian goods into England. The latter want rupees for the 
payment of the price of Indian exports to be laid down 
in this country, and they can get the rupees either by 
purchasing the drafts sold by the Secretary of State for 
India or by shipping sovereigns to this country and 
receiving rupees and currency notes in exchange for them. 
The less expensive of the two methods is, of course, pre- 
ferred by merchants and bankers. 


The Secretary of State has often to sell Council drafts 
beyond his immediate needs for the convenience of trade, 
and he places himself in funds for the purchase of 
silver out of which rupees are coined here. Exchange 
on India will rise when there is a great demand for 
remittance to pay for Indian exports in the busy season 
and will fall in the slack season when exports are reduced 
and there are very small payments to be made to India. 
So long as the mints were open, people had the right 
to take silver bullion to them and to have it coined into 
rupees. This import of silver into India competed with 
the sale of the Secretary of State’s billsin London. But 
when the mints were closed and the relation between the 
rupee and the sovereign was fixed by law, Government got 
a@ monopoly of the supply of Indian currency, and foreign 
merchants could obtain that currency here either through 
the purchase of Council drafts or the shipment of 
sovereigns, It is only when the exports from India fall 
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off owing to scarcity that the method of Council bills 
fails, and the Government of India has to sell reverse bills, 
and the Secretary of State meets his requirement by 
drawing upon his reserves, by borrowing or in other 
ways. 


145. Development of the System.—The question 
of devising a convenient method of remitting funds to 
England has been often discussed since the beginning of 
the last century. 


‘“‘The manner in which such remittances could be 
defrayed with the greatest advantage engaged the at- 
tention of the Court of Directors as long ago as 1813, 
when they explained to the Government of India that 
this might be effected either by advance to the public 
service which would be repaid by the British Govern- 
mentin England, or by remittances through private 
meichants who would pay money in England in return 
for bills on the Indian Government, or would receive 
advances in India from the Government, to be employ- 
ed in the purchase of goods consigned to the United 
Kingdom; if these methods failed to give sufficient re- 
mittances, bullion might occasionally be consigned to 
the Court of Directors.” t 


All these different methods have been followed 
simultaneously or separately as was found necessary and 
convenient, and the Government of India have also remit- 
ted funds to England by buying bills in Calcutta. The 
method of selling bills of exchange on the Indian Govern- 
ment was found to be the best, and since 1862, reliance 
has been mainly placed upon it for drawing funds to 
London. 


“Sales of the Secretary of State’s Bills were at 
first made ( 1862 ) monthly, and at a fixed rate of ex- 
change. By a series of changes. fortnightly and then 
weekly sales were substituted for monthly ones; 
allotments to the highest bidder took the place of 
sales at a fixed price; tenders were invited ( 1876 ) 
for telegraphic transfers as well as for bills on India: 
rgductions were made in the minimum fraction of a 
penny per rupee in the price at which tenders would 
be received ; and applications were invited and receiv- 
ed for bills and telegraphic transfers on dates inter- 
mediate between the regular fortnightly or weekly 


+ Report of the Fowler Committee: Index and Appendices, page 24, 
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sales. Bills and transfers so sold are described as 
“Intermediates” or “ specials.” * 


“The method of transferring funds from the 
treasury of the Government of India to that of the 
Secretary of State on a large scole by the sale of 
Council drafts is rendered possible by the fact that 
India has ordinarily a very large trade balance in her 
favour. Except in years of very deficient crops ard 
unfavourable trade, this balance is so large as to be 
only partly met by the remittances which banks and 
commercial houses are enabled to make to India by 
purchasing the Secretary of State’s drafts; consider- 
able portion of the world’s debt to India remains to be 
discharged by other means. Before the closing of the 
Indian mints to the free coinage of silver in 1893, this 
supplemental remittance was effected by shipments of 
silver to India to be coined into rupees; since the 
closing of the mints it has taken the form of ship- 
ments of sovereigns which are received at the Indian 
mints and treasuries in exchanges for rupees at the 
rate of 15 rupees to 1 /.”* 


146. India’s Balance of Trade.—The balance of 
trade is said to be favourable to a country when its 
exports to foreign countries exceed its imports from 
them. But this is a misleading phrase and the so-called 
favourable balance may mean the drain of a nation’s 
wealth, while an excess of imports over exports may be 
indicative of growing prosperity. Great Britain imports 
more than she exports.but this excess does not represent 
her indebtendeness to foreign countries, but rather the 
payments made to her by them for services rendered. 
The exports of India, which are not paid for by imports, 
represent the payment this country has to make to the 
Secretary of State for ‘home charges,’ the profits of British 
firms and remittances of Europeans resident here. The 
true balance of indebtedness is found ona careful syn- 





* Report of the Chamberlain Commission : Appendices, page, 217. 
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thesis of various visible and invisible items of export 
and import, and customs, statistics leave a big gap which 
a close scrutiny must fill up. The two sides of the 
account will stand thus:— 


(2) Imports of merchandis2. ) «x rtsof merchandise to 

(6) 4 » gold and silver. pay for imports of merchan- 

(¢) 1 oy ,securities. dise and of precious me- 

(d) Remittances to private tals and securities. 
individuals such as travel- (5) Exports of merchandise to 
lers &c. pay Home Charges. 

(e) Import of capital for in- (c) Exports of merchandise in 
vestcent lieu:of profits, commission, 

(J) Services rendered to India interest &c. payable abroad. 
by Government officials, (d) Kxports of merchandise to 
banks, shipping companies ‘pay for investment of capi- 
&c. ta’ in India. 


(e) Remittances to individuals, 
for support of families &c. 


As the exports of India are normally in excess of 
imports, the account sheet may be more conveniently 
presented thus.— 


(a) Exports of merchandise. , (a) Imports of merchandise. 
b) ": precious metals. 
¢ rs services in various 
forms rendered by Government servants, 
merchants, capitalists, manufacturers &c. 


The Secretary of State’s drawings by means of 
Council bills and telegraphic transfers are represented as 
imports. From the point of view of exporters of mer- 
chandise this is true because they receive payment from 
Government treasuries. But from the point of view of 
the nation, as a whole, Council drafts mean a withdrawal 
of wealth from India. If the drawings are, therefore, 
shown on the credit side, an equal amount must be 
shown onthe debit side also. Inthe statistical tables 
presented in Government reports, Council bills are in- 
variably shown as imports of funds, but there is no 
corresponding entry on the other side showing an equal 
remittance from the Government of India to the India 
Office. Government transactions also are excluded from 
the statistics in connection with the balance of trade 
and this causes some confusion.* 


*See Appendix I tothe Currency Department Report for 1913-14, where 
the whole question of the balance of accounts is dealt with in detail. 
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As we shall presently show, the ‘favourable’ or 
‘unfavourable’ balance of trade in any particular year 
must not be taken as a decisive indication of the position 
of the country with respect to its financial or economic 
prosperity or decay. For instance, the favourable balance 
or excess of exports in a given year, may mean the 
export of capital lent to foreign countries. In the case 
of India, however, an excess of exports or a ‘favourable ’ 
trade balance, is a permanent feature of the economic 
condition of the country, and it has given rise to a pro- 
longed controversy. The excess has been spoken of as a 


‘drain’ of India’s wealth and as an important cause of 
India’s poverty. The drain has, therefore, been repre- 
sented by Indian politicians and economists as a ‘ tribute’ 
paid by India and its reduction has been recommended as 
a remedy for the improvement of the material and moral 
condition of the people of this country. 


On the other side a strong protest is made against 
the representation and the excess of exports is shown to 
be the price of the benefits India receives from British 
rule and from the use of cheap capital and its description 
as a ‘drain’ or ‘tribute’ is resented ss an unwarranted 
exaggeration. As we have shown in the two balance 
sheets presented above, the excess cf exports can be 
easily and technically accounted for. It is not, however, 
a question of mere accounting and we have to go deeper 
into it. If India imports capital and experts and utilises 
the services of soldiers, administrators, merchants, ship- 
pers, educationists and others, she must pay for those 
services as other nations do under similiar conditions. 
But the question is, whether India cannot and should 
not engage her own men for the above purposes, and to 
that extent, reduce the payments which have to be an- 
nually made abroad. To reduce the charges India has to 
pay abroad by enabling the Indian people as far as pos- 
sible to do what outsiders are doing for them to-day, is 
the direction the policy of the state has to follow and 
the Government of India is being constantly urged to 
acopt that policy. ; 





{ See the works of R. C. Dutt and Dadabhai Navroji’s ‘ Poverty of Indie’ , 
and the Author's ‘‘ Gokhale and Economic Reforms”, pages 41-44. 
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The following table will show the chief ‘visible’ items 





Imports of Merchandise— 
Ex-government stores 


Net imports of— 

Gold ... 

Silver ... 

Enfaced rupee paper 
Interest on— 


Enfaced rupee paper 


Total import .. 


Exports of Merchandise— 
Ex-government Stores 
Net exports of— 


Enfaced rupee paper 


Total Export ... 
Net Export ... 


Council bills paid in India 
through Treasury ... 


»» Gold standard Reserve 
» Currency » 5» » 


Funds supplied by Government to 
finance wheat parchases... 


Reverse bilis paid ix India 
Net 
Balance of trade in favour of India 


Balance of trade against India... 








ee of 
years 
1908-09 
74,567 78,040 86,236 
8,089 14,446 15.985 
5405 6,242 5,714 
367 1,620 
373 347 360 
~ 89, 301 99,075 | 109, 916 
110,206 | 125,257 | 139,921 
Te os 139,721 


22,200 18,732 29,175 


1,233 8,090 


267 1,000 


20,012 | 26,702 | 30,005 
2,546 


1,607 
~ 32,100 | 297.6 a "26,290 
rs ee ar ce 
1188 | 964 


Ee es er ed ee TO) CE 
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in India’s balance sheet :~~ 
(In thousands of £ sterling) 


SS CERES IS CLETUS 


Average 


| 
1911-12 | 1912-13 ) 1913-14 of S years 1914-15 | 1915-16] 1916-17 


geet ee 
| 











92,383 107,833 1 122,166; 97,232 91,953 | 87,560 99,748 


25,108 25,052 | 15,550) 19,246 5,637 —764 2,764 
3,928 4,383 4,163! 4,806 6,676 3,017 | —2,214 
707 303 947 685 238 603 347 


287 2038 240 297 228 213 195 


eee te ee | SD Gem Cereeae Cees pene | TED OS eee CSE Se | EC Ce eee enon | | WEEEED SESE CSnTERTRS CED 


142,866 | 122,262 | 104,732 | 91,329 100,873 


_ et ee ee pews Gey | TOE RES Geet CS cent | OE EE cme a | Ua EEuee Que 


(Rem Ceneee eenees eres pees | emenew eet sept One come 


122,083 | 137,374 


ee BE Gees et een 9 Get one een ees ey 





7 
(a) 

151,897 | 164,059 | 165,919 149,411 | 121,061 |181,587 ; 160,591 

| 

| 


104 = ae ove 


Rete SERINE Rec Semis Geer | SETHE secre ety OS come, | ES MIE SOE: Gmets | SON Smeets Se tet foe | HP oo el a ie | OSD tee ere wees | UES ne ae ce 


151,897 | 164,059 | 165,919 | 149,515 | 121,071 {131,587 | 160,591 


Se te rere ne | ee te ee yee | ETS Creme mye CQ | Smee Gree ees eres | GuET dey GEQet come CED 


— 


OEE Ree Cees Ree Ref PRE OS eae Oe mentee 


29,814 26,685 | 23,053) 27,253 16,329 | 40,258 99,718 


| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
{ 
| 


6,594 4,980 8,383 
600 7,533 4,295 


24,789 25,888 | 28,915) 24,294 


2,150 2,168 


eee ae ce en eer ec eee 





1,988 1,107 8,190 | 18,994 
mi 2,833 
31 | 8,707 | 4,893 
26,777 | 25,888 | 31,065! 27.538 | 1,513 | 18,643 31,672 
3037 -'| ~=797 |. ~S«|SSSC*SN*SC | 20s | 28,046 
| 8,102| 285 = mf 








(a) Includes £ 4,599,300 being the value of wheat exported on 
account of Government during 1915-16. 
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The same balance of trade is exhibited in a clearer 


(mans cps cee EES EN AL OO A I I IOI EN INI I NTL TL EG ILE ELL EL EE ELE OT EO 

















Average for 5 years... 2 24,11 1,45,84 18,27 41,35 


1914-15 coe «= ewe} = 181,60 1,37,93 43.67 —2,27 


| Imports of 
Gross ex- | Gross {m- Net ex- 
ports of ports of ports of 
private private | private Council 
. merchan- | merchan- | merchan- ° 
Yoar, dise. 2 dise. dise. Bills. 
(1) “ew (2) 2 | @ | (4) 
eer ee IE 
! : 
| | 
1909-10 187,88 | 1,17,06 : 70,82 | 41,78 
| 
1910-11 S| -2,09,88 | 1,29,85 | 80,53 | 3843 
| 
| 
1911-12 as 2,27,84 1,38,57 | 89,27 | 40,17 
| 
1912-13 oe | 2,46,09 1,61,00 85,09 38,83 
1913-14 be 65,63 46,60 


! 
| 
| 
| 
2,48,88 | 1,83,25 
| 
| 
| 
| 
| 
| 


1915-16 See eee 1.97,22 1,31,34 65,88 23,71 
(a) pa (a) (b) 
1916-17 sews} =, 40,80 149,62 91,26 47,07 


enneseclsoneuticwcien 


(a) These figures include exports of wheat on Government account 
with a value of 6,90 lakhs. 





1914-15. 1915-16. 
(0) Council bills and transfers seh 10,79 81,05 
Reverse Councils eee eee eee 13,06 7,34 


— 2,27 28,71 
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way in the following table*;—~ 


( In lakhs of rupees. ) 
SERS ELT LRT, BENET TING OOD TN IG NESEY OEE C ENE TTR TES OrBE TORENT 








Funds and Treasure. Balance 
ee eee Geer rn se Not 
er - export trans 
ilver | Govern- sactions+ 
Gold Gol d bullion , mentsecu-| Tota) {Net import 
sovereigns | bullion Teain. ne ; 
(Net). (Net). and coin rities 4 to 8. transac- 
(Net). (Net). tions 
(5) | (6) | (7) | (8) | (9) (10) 
|---| — 
| 
7,86 9,37 —78 | 72,00 —1 18 
12.24 | 11,74 8,61 3,43 | 74,45 +6,08 
! | 
07,34 | 10,42 : 5,99 106 | 84,28 |  +4,99 
243 ALLS 6,57 53 | 83,51 | +158 
Th | 6,94 112 . 77,28 | 11,56 
| | 
1823 : 10,63 | 7,22 87. 78,80 —3 
| 
1,65 6,80 10,01 35 | 16,54 | (427,18 
eal 
2,58 | 154 [88 | 90 | 29,05 | “36,83 
| | 
\ H \ 
ry | oust fae | 2 | 5186} 83,71 
! | 
| i 





enemas 7 Se SR Py 25 RT TD CUE 
* Seo Report upen tie operati ns o7 the Crrreucy Department 
Cop 1910-17 and Roview of the Trade of India, 1916.17, | 
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147. Adjustment of Trade Balance.—The above 
two tables will give a sufficiently clear idea of the way in 
which the national debts and credits are balanced. During 
the five years preceeding the outbreak of the War, the 
excess of exports over imports of private merchandise was, 
on an average, Rs. 78°27 lakhs. This amount was due to 
India in payment for her exports, and it was paid partly 
by exports of gold and silver to this country and the 
balance was diverted by the Secretary of State for India 
by means of the sale of Council bills. The proceeds of 
these sales were used to meet the ‘home charges, to buy 
silver for the coinage of rupees in India, for the repay- 
ment of debt and for capital expenditure. 


“The annual exports from India are generally in 
excess of her imports, and an adjustment of the value 
of the net exports is effected partly by remittances 
through Government, partly by actual shipment of 
coin and bullion and partly in other ways. The remit- 
tances through Government are effected by means of 
the Council bills and the telegraphic transfers sold by 
the Secretary of State, which are promises by Govern- 
ment to pay on demand, at the treasuries in Calcutta, 
Madras and Bombay, the amounts specified in the 
bills. The bills thus serve the double purpose of plac- 
ing the Secretary of State in funds to meet his outgo- 
ings in London, and of enabling trade to make a remit: 
tance of funds in the opposite direction from London 
to India.” * 

It must be borne in mind that the balance of trade 
is never settled within any period of twelve months like 
that of the official year, which is made the basis of our 
calculations, but if longer periods are taken, the adjust- 
ment is seen to have taken place. Inthe case of India, 
besides the 30 crores that are annually remitted to Eng- 
land on acconnt of ‘home charges’, a large amount, various- 
ly calculated, goes out of the country in payment of profits 


"Report ef the Currency Department for 191 3-14, 
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of companies and earnings of individuals. Taking the 
British capital invested in this country + in a variety of 
industrial and commercial enterprises at Rs. 750 crores, 
we may safely assume that the interest and profit on this 
amount cannot annually be less than Rs, 40 crores. If 
the excess of exports over imports is not equivalent to 
those 40 crores plus the 30 crores of the home charges as 
one would expect, it must be assumed that a part of the 
above interest and profit is spent in the country and 
remains to be invested in the expansion of the trade and 
industry of India. 


The excess of exports over imports in 1916-17 was 
the highest on record. India found herself in that year 
a creditor to uther countries roughly to the extent of 
90 crores of rupees. And the way in which this trade 
balance was adjusted, throws a flood of light upon the 
nature of India’s balance of accounts. Mr. Cook’s report 
upon the operations of the Currency Department in this 
connection is extremely instructive, and it supplies infor- 
mation which is not ordinarily available. Of the 90 crores 
due to India in 1916-17, 59 crores were remitted through 
Government by means of Council bills (47 crores), money 
orders and postal orders (3°3 crores, net), telegraphic 
transfers etc. (4:5 crores) and in other ways. The 
balance of 3] crores was set off by a remittance of funds 
from India in a variety of ways such as under :— 


Remittance for investment abroad e. g. in war loans &. ... £ 5 mill. 
Remittance of values of shares of Indian companies so!d 

owing to high profits realized ss si we & 146 mill. 
Remittance of profits of British companies operating 

in India (about)... és si ee we £ 5 mill. 
Remittance of profits by railway companies =... w. £ 116 mill. 
Private remittances for individuals, for instance, eae 

residing in England bas .. £ 2 mill, 


148. Council Bills.—The Secretary of State for 
India can conveniently draw funds from this country by 


* See H J. Howard: India and the Gold Standard, page 95. 
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selling his drafts, and exchange banks buy those drafts to 
procure money in India from the public treasuries to 
finance exports. With funds thus obtained, these banks 
purchase bills of exchange drawn on foreign importers of 
Indian produce and recover their money in England, 
which is once more uscd to buy Council drafts. The rate 
for the telegraphic transfers is, of course, a little higher 
than that for ills and the advantage of the T. T. is that 
money is immediately available to buyers in India. The 
rate of exchange depends upon the demand for Council 
drafts which is regulated by the course of Indian exports. 
If these last are heavy, the exchange rises, though it 
must be below the gold point. -But when, owing to 
famine or other causes, Indian exports fall off, there 
is no demand for Councils, and there is a demand for 
remittance in the opposite direction. Importers of foreign 
goods into India, cannot obtain bills on London and as 
the Indian currency consists mainly of silver, Government 
is called upon to supply gold ior remittance purposes as 
they have to discharge the obligation of supporting 
exchange. Government, therefore, sells drafts on London 
or ‘reverse Councils’, as they are called, and the Secretary 
of Stite meets them from the funds that are at his 


disposal. 


Experience gained in 1908-09 and in the years of 
the War, showed how an adverse balance of trade could 
be met bythe release of gold in India and more particular- 
ly by the sale of sterling drafts. 1n the course of the years 
1916-17 and 19:/-18, the balances of the Government of 
India were so depleted by the exvenditure they incurred 
in this country on behalf of His Majesty's Government 
that the Secre‘ary of State had to restrict his sale of 
Council bills. Funds could not then be brought out to 
India and gold from the currency reserve had to be re- 
leased to meet the demand for currency which was not 
satisfied with the extraordinarily large issues of. rupees 


COUNCIL BILLS. 


and notes which had been made. The history of the 
exchange transactions of 1908-09 and of the years of 


War is very instructive. 


Towards the close of 1907 owing to a financial crisis 
in Amarica and a failure of rains in this country, the 
money market became tight and the Secretary of State 
could find no buyers for his Council drafts except at 
abnormally low rates of intercst. On the 6th November, 
tencers dropped to Is. 3 73d. and the exchange steadily 
went down to ls. 3d. These quotations were below the 
point at which it becomes profitable to export sovereigns 
from India. Government hesitated as to the course of 
action to be taken and at first released small quantities of 
gold in exchange for rupees, but as the stock of gold wis 
limited they had to sell sterling drafts to the extent of £ 8 
millions till the crisis was over and exchange again ke- 
came normal. A similar procedure had to be followed in 
1914~15 and in 1915-16 when also reverse councils were 
sold in India for many weeks. The following figures will 
be found instructive :— 


Sales of bills and transfers. 
I 
Sales by the Secretary of State. 


1906-07 ... £ 33,418,716 at an average rate of I s. 4-034 d. the rupee. 


1907-08 1. £ 15,307,062 ‘ * I s. 4029 d. a 
1908-09 ... £& 14,144,545 “ ‘3 1 g. 3°9205d. 3 
1909-10 ... £ 27,444,605 i“ xs. ¢4otr d. a 
19to-11 ... £ 26,212,866 a ms rs. 4061 d. a 
191r-12 ... £ 27,058,550 Bs - rs. 4883 d. " 
1912-13 ... £ 25,743,719 - = 1 s. 4058 d. ss 
1913-14 ... £ 31,200,827 a es 1 s, #070 d. 4 
1914-15 ... £ 7,794,002 “ ‘ I s: 4004 d. 9 


- y9r5~16 ... & 20373,460 i es rs, 4088 d. ‘i 
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Sales by Government of India. 
1908-29 ... £ 8,058,000 Bills at 1 s. 329 d, the rupee. 


1909-10 ... £ 156,000 ” és ss 
Bills at 1 s. 828 d. 
1914-15 ... £ 8,707,000 » and Transfers. Transfers at I s. 34 2 d 
and Is. 327 d. 


1915-16 ... £ 4,893,000 deferred Transfers at 2 s. 823 d. 


The way in which remittances were made to the 
Secretary of State in 1916-17, throws an interesting light 
upon the system of exchange and financial operations of 
the Government of India. That Government had to spend 
large sims in this country on behalf of His Majesty's 
Government who repaid those amounts to the Secretary of 
Stute. This was tantamount to the drawing of funds by 
the latter by means of Council drafts. But the difficulty 
was that the demands of trade threatened to remain un- 
satisfied and gold could not be shipped to India as might 
ordinarily have been done. Council drafts beyond the 
budget calculations had, therefore, to be sold and met in 
this country from increased supplies of rupees. It was 
estimated at the beginning of the year that out of the 
£ 224 million required by the Secretary of State, £ 18+6 
million would be paid in London by His Majesty's Govern- 
ment and Council bills would be drawn upon the Indian 
Government to the extent of £ 3-9 million. The recover- 
able war expenditure, however, rose to £ 38} million and 
an acute trade demand was met in London by the sale of 
Council bills to the extent of £ 33 million! The total 
amount thus transferred to London went up to £ 714 
million. The two-fold strain of increasing war outlay in 
India, coinciding with a strong trade demand for remit- 
tance to India, was met in three ways: (1) Large Imperial 
and Provincial surpluses enabled Government to supply 
£ 33 million from treasury balances; (2) The equivalent 
of £ 194 million new rupee currency was made possible 
hv the purchase of silver in England ; and (3) £ 19 million 
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were withdrawn from the Currency Reserve and were 
invested in England. 


-Of the S 714 million thus received by him, the Secre- 
tary of State was to use £ 21-7 million for his ordinary 
expenditure, £ 16:2 million were spent on the purchase 
of silver and & 19 million were invested in the Paper 
Currency Reserve. £ 4:3 million, mainly the profit on 
rupee coinage, was invested on behalf of the Gold Stand. 
ard Reserve and the balance left, was devoted to the 
discharge of debt. These operations may be exhibited in 
tabular form thus :— | 


Government of India. 

Million £. 
Treacury Balances jue 39 
Rupee Comage .. we «193 
Paper Curremy Reserve... 19 


Secretary of State for India. 


Million £. 
Ordinary Home Charges... 21°7 
Furcha.e of Si.ver -e §=16°2 


Investment in Paper Cure 


_—— rency Rererve... we «(19 
Total ww. 71} Invesi:men: in Gold Stand- 

ard Reserve... or oe) 

Repayment of Debt ee T03 

Total... 75 
149. Remittance Liabilities.—The Government 
of India was hard to put itto devise means to supply 
money in this country to deiray war expenditure on 
behali of His Majesty's Government aud to meet the 
Councils sold by the Secretary of State for the conveni- 
ence of trade. These liabilities of the Indian Government 
reached £ 111 millions in 1917-18, and of this amount 
£ 66 million represented outlay on behalf of the Imperial 
Government. The huge demand was met by provision 
of money out of the proceeds of the war loan and of 
treasury bills, out of surplus revenue and fresh coinage of 
silver and by investment of part of paper currency reserve 

in London. 


The liabilities were estimated to amount to & 78 
million. In the year 1918-19, without taking into account 
the Secr-tary of State's drawings which must amount to 
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a large sum. OF this, no less than & 704 million represent- 
ed the Government of India’s recoverable war expenditure 
for His Mujesty’s Government, This demand would be 
met from a vaiiety of sources like those indicated above. 


W..ile on the one side the Govern‘nent in this country 
expericnies great difficulty ia providing funds for defray- 
lng War exvenditure on behalf of the Imperial Govern- 
ment, on th: other side, the Sscretary of State’s treasury 
is flccded with money recovered from His Majesty's 
Governinent and obtained fram the sale of council drafts. 
Out of the funds thus coming into his hands, the Secretary 
of State makes investments on behalf of the Paper Cur- 
renc’* Reserve aud pays a part in lieu of India’s war 
coutribution of £ 100 million. A special reserve of £ 20 
million 1s lixe-wise going to be set apart, to be drawn 
upon Lor capital outlay in the future. 


Lhe effect of the large remittances to England has 
been the transference of Indiau funds on a large scale to 
that country. Such transference took place regularly before 
the war. But the expansion of our paper currency and 
the growth of the gold standard reserve fund have 
facilitated the remittance of funds to England and their 
investinent there on an unprecedented scale. The total 
amount of the investment of Indian funds in England 
his alrealy gone up t> Rs. 150 crores. India has thus 
miteriully assisted the Imperial Government by lending 
its funds and by relieving its liabilities in connection with 
War expenditure 11 this country.® 

159. Regulation of Council Drawings.— Usually 
the Secretary of State sells a larger amount of council 
drafts than are necessary to yield him the fund; that are 
required to meet the ‘home charges, He draws upto the 
utmost limit of the cash balances in this country and also 
from the Paper Currency and Gold Standard Reserves. 





* Sec Sir William Meyer's speech in introducing the Financial Statement 
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It is contended that requirements of trade have got to ba 
met and the demand for Council drafts must be satisfied 
to the full limit. If this is not done and the sale cf © sun. 
cil bills was restricted to the amount of home charges, 
sovereigns would have to be imported into India only 
to be shipped back for the purchase of silver. ‘The Sve- 
retury of State, therefore, sold freely andl accaun lited 
large amounts of Indian gold in London. These funds 
were partly invested in securities or lent for shor: periods 
to banks and were partly used for repiym2nt of debt. 


This policy of drawing away Indian gold bevond the 
requirements of the home charges, was stranzly criticised 
in the press here and in England and “an Indian cor- 
respondent” wrote inthe London Zimes in November, 


1912 as follows :-— 


“Tt means that many miilions sterling of Indian 
money have been improperly withdrawn from I[ucia. 
They represent sums extracted fiom tho taxpayer in 
excess of the requirenents of the Stata; capital with- 
drawn from India for use in London and there used, 
not in pursuit of Indian interasts but for the coaveal- 
ence of joint stock banks trading on iialeyuate gold 
reserves.... here is therefore no justification for tie 
sale of 1 sinzle bill by the Secretary of State bay ond 
the actual amount which he needs to discharge his 
obligations in London. But these excessive sales of 
bills are a convenience to the exchange banks which 
have to remit funds to India, and it is often cheaper 
for them to buy bills than move bullion. They also 
afford a means of obstructing tho natural flow of gold 
to India, and i: this way allay ithe terrors of those 
joint stock banks who realise the inadequacy of the 
London gold raserves and ara not averse to protectiag 
them at the expense of the India tax-payer.”’ 


The India Office met these charges by pleading certain 
exceptional circumstances as the cause of the accumula- 
tion of large balances in London and by defending its 
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system of the sale of bills on the ground of convenience 
and economy. The Chamberlain Commission held that 
though “the Inia Oifice perhaps soid Council Drafts un- 
necessarily at very low rates on occasions when the 
London balance was in no need of replenishment,’ it 
could not recommend any restriction of “the absolute 
discretion of the Secretary of State as tothe amounts of 
drafts sold or the rate at which thev are sold, provided 
that it is within the gold points.”” The Commission, how- 
ever, distinctly stated that general public interests ought 
not to be subordinated to the demands of trade. 


It is necessary to point out here that India’s monies, 
its revenues, reserves and treasury balances, which are 
located partly in this country and partly in London, con- 
stitute one national fund, and two distinct accounts viz. 
the revenue account and the capital account are kept, the 
first dealing with the current income and expenditure of 
Government and the second with capital transactions. 
The opening balance which th Secretary of State and 
the Government of India must have at the beginning of 
the year is estimated at 6 crores of rup2es in London and 
18 crores in India, All monies, from whatever source 
they come, go into these balances, and payments are 
made out of them. Anestimate is formed early in the 
year as to the position of the balances, the amount that 
must be borrowed here and in London for financing the 
public works programme and the repavment of temporary 
and permanent debt and thefunds that the Secretary of 
State may draw from India by the sale of Council drafts. 
This estimate is rarely adhered to and the ways and means 
programme is modified in the course of the year, larger 
sums being drawn from India than those estimated. Thus 
during the five years 1901-02 to 1905-06, about 50 crores 
of rupees were drawn in excess of the budge: provision, 
and 63 crores was the excess during the four years 1909- 
10 to 1912-13, (There was a deficit of about 10 crores 
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in 1907.08 and 1908-09 owing to failure of the monsoon 
ard a monetary crisis in America.) 


151. Rate of Council Drafts.—The actual distri- 
bution of Council drawings over the twelve months of 
the year, is regulated as follows.-- 

“The Indian year, asis well known, is divided 
broadly ir.to two seasons: the busy season, extending 
roughly from the lst October to the end of March, 
and the dull season, extending from about the begin- 
ning of April to about the end of September. Thus 
the financial year bezins with the dull season, during 
which the demand for the Secretary of State’s bills 
as a means of remittance of funds by the public from 
London to India is less strong than during the autumn 
and winter.’’* 


Council drafts can, of course, be sold on advantage- 
ous terms during the busy season, but monsoon conditions 
and the course of export trade, can not be anticipated, 
and the Secretary of State sells his drafts in both the 
seasons, as he wants funds to meet various obligations 
during the first as well as the second halfof the financial 
year. The gol! value of the rupee has been fixed by 
law an3 as the Secretary of State for India has bills of 
exthiry2 worth crore, to offer annually to draw funds 
to Lendon, he is in a position to fix the rate of the Indian 
exchanve, of course, within the obvious limits. The pro- 
ceeds of the council bills sold are devoted to (1) current 
outyoings, (2) transfer to Currency and Gold Standard 
Reserves, if bills have been met in India out of these 
reserves, (3) repayment of debt, temporary and perma. 
nent, and (4) avoidances of debt. 

We are not directly concerned here with Government 
balances and borrowing operations. It will be sufficient to 
remark that for the capital programme of each year, loans 
are floated in London and in India, and the larger the 


* Chamberlain Commission’s Report, Appendix VII. 
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amount the Secretary of State can draw, the smaller will 
be his borrowings in the London market. How the draw- 
ings by means of Council drafts are distributed over 
the year in a normal year and may be disturbed in an 
abnormal year when ‘reverse councils’ have to be sold in 
India, will be clear from the following tables:-- 


In I-khs of rupees 
1912-15 1915-14 1916-17 











April ee 7 Zic 3,92 1,80 
May aos sie 2 83 83 2,95 
June ses “ee 209 1,50 1,39 
July ses be 2,82 1,31 120 
August... oe 2,01 1,70 } 54 
September as ae 2,22 4,09 1,49 
Octcb see 3,53 6,12 4,14 
Nee iii adie 320 4,\1 10.59 
Deceuber ... cue 4 81 5.90 §'45 
January ; ; 5,37 6,80 5,94 
February ... a 4,41 4,91 4,67 
March bile as 2,19 3,43 4,88 
38,50 46,60 49,04 
| Ster: te a ae rs pannel bills and 
| on London (in itelegraphic trans- 
Month. | thousands of fe a lakhs of 
| pounds, ) | rupecs ) 
April ss ere | 1.53 
May “es wel, «eee | 1,03 
June tes sie 651 | 1% 
July es a. S377 | 8 
August bine Si 815 | 23 
September ... aid 20 | 2,17 
October _... oe) ce ! 2.95 
November ... er | 2,02 
December ... i rT 398 
January ... i ee 3.26 
February ... 7 nS 6,02 
March rs ee | 6,33 
eee a eet 
| 
Total... 4.893 | 30,37 
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The financial year 1915-16 opened with a weak 
exchange and smal! quantities of bills were sold in the 
first two months. Inthe next three months the sale 
practically ceased and sterling transfers had to be sold 
on London. In April, tenders had been accepted by the 
Secretary of State at Is. 313d. for bills and the rate in May 
fluctuated between 13. 3i2d. and Is. 435d. The exchange 
steadily rose to ls. 331d. towards the close of August 
and to Is. 44d. in December. Sterling drafts were sold 
by the Government cf India at Is. 353d. per rupee. In 
the year 1916-17 the exchange ruled high. As we have 
already explained, the Governmant of India had to spend. 
a very large amount for His Majesty’s Government who 
repaid the amount in Lo:don to the Secretary of State. 
It was difficult, with the depleted treasury balances in 
India, to meet Council drafts for which demand was 
exceptionally heavy. As a result, exchange went up, 
those desiring to make remittances to this country 
having to pay mora pence thin usual while a rupee 
paid down in India could buy a larger amount of pence in 
London. 


152. Government and Exchange.—We have 
shown above how exchange between two countries is 
expressed and indicated what part the India Oifice plays 
in regulating the Indian exchange. The rate of foreign 
exchange is ordinarily the relation the standard coin of 
& country bears towards that of others. In countries 
where gold is adopted asthe measure of vulue for ex- 
change with other countrics and the internal demand for 
currency is met by silver tokeus or paper, the relation 
of the national currency with gold is fixed by Govern- 
ment Thee:periment of such a systenof a gold ex- 
change standard having proved successf.] in India, it has 
been adopted in Mexico, Philipines and Pozto Rico. 


Under the ordinary system of exchange the rate 
fluctuates between the ‘gold points’ and is regulated by 
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the relation between the demand for and supply of bills 
of exchange or the import and export of commadities. 
The whole business is managed by banking houses and 
the Government has little to do withit. In countries 
where the gold exchange standard prevails, it is other- 
wise. There the Governmert is bound to maintain the 
artificial rate of exchange it has fixed between gold and 
the token currency. 


“The essential principle upon which the exchange 
standard has been establishod is that the value of 
money is governed by the law of supply and demand. 
Solong as supply was indefinite and excassive, as under 
the system of the free coinaze of silver, there was no 
way of preventing safely and effectively the decline 
in the gold value of the coins to the builion value of 
their silver contents. The moment, however, that 
Government undertook toiimit the supply of coins 
to the demind for them, it took an important step to 
separate their value from that of their bullion con- 
tents and to give them a value based on a demand 
for them as money signs required for carrying on 
exchanges.’’* 


The Government undertakes, under this scheme, to 
supply currency at both ends and thus to maintain the 
parity of gold and the tokens. It maintains exchange 
funds inside and outside the country and sells drafts both 
ways as necessity requires. The foreign importer of 
Indians goods will prefer council drafts to gold remit- 
tances because the former are cheap. The Indian ex- 
porter is able to negotiate his bill at a trifle less than 
the fixed rate of exchange and the Indian importer of 
foreign goods buys the sterling drafts by paying a little 
more than that rate. As normally India has a favourable 
balance of trade, little difficulty is experienced in main- 
taining the legal rate of exchange. 


* C. A. Phillips: Readings in Money and Banking. 
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153. Abnormal Rise in Exchange.—The ex- 
change standard is, however, threatened when Government 
is not in a position to maintain the artificial value of token 
coins in times of trade depression or financial difficulties. 
The difficulties experienced by the Indian Government in 
1907-08 and on the outbreak of the War, have been 
already described.* Danger may assail the exchange 
system at either end. On account of a large excess of In- 
dian exports over imports, the demand for the Indian 
currency rises, the exchange rate goes up and, owing to 
monetary stringency, sufficient quantities of council 
drafts cannot be sold. Or, owing to a dimunition in ex- 
ports, importers do not get an adequate quantity of sterl- 
ing drafts and exchange falls, the rupee being able to 
purchase a smaller number of pence. 


In the second case, rupees seek gold but do not get it 
at a reasonable price and Government, which is bound to 
maintain the legal rate of exchange, sells drafts on Lon- 
don for rupees oifered to it. The first case is not com- 
paratively so inconvenient as under it Government has 
only to coin fresh rupees or issue currency notes. But 
there is another contingency which was little contemplat- 
ed in the discussions of the Indian currency system which 
were carried on for two generations. The problem to be 
faced was all along the continuous fall in the price of 
silver and the consequent continuous decline in the gold 
value of the rupee. But few dreamt that a time would 
come when the value of the silver contents of the token 
rupee would go above the face or legal value. 


But the unexpected did at last happen. In 1916-17, 
there was an abnormally large balance of trade in favour 
of India, the sellers of exchange greatly outnumbered the 
buyers, and as there was little import of gold to fill up 
the gap, the former had to accept any price that was 








* See above, page 261. 
aa 
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offered for their bills. In January 1917, the exchange 
rose to heights that had never been reached since the 
sterling value of the rupee was fixed. An attempt was 
made by the exchange banks to arrive at an agreement 
not to sell telegraphic transfers on London above 1s. 4;'yd., 
but it failed and exchange transactions are reported to 
have been put through at as high a rate as Is. 6d. 


The soaring exchange was brought down to Is. 434d. 
by the intervention of the Secretary of State who in. 
duced the London offices of the Exchange Banks to fix 
their Indian branches to a rate of ls. 4,3,d. for T. T.s on 
London. Whatever resources were available in India, had 
to he first devoted to the financing of exports of Imperia, 
importance in view of the prosecution of the war. The 
Exchange Banks promised to give prominence to such 
exports and loyally carried out their undertaking. The 
refusal of the Banks to buy bills without full cover* 
caused great inconvenience to export merchants but the 
need of financing exports of urgent national importance 
was paramount and other interests were subordinate. 


In the crisis of 1907 when our currency system was 
subjected to a severe trial, the country suffered from a 
low exchange, and sterling drafts on London were sold 
as had to be done again in 1915. But now the 
exchange soared high and the large quantities of rupees 
and notes supplied in 1917 were not adequate to the de~ 
mand. In the one case it was plethora of Indian currency 
and in the other, insufficiency of it, which upset the ex- 
change organization. We have shown on a previous 
page how heavy has been the outlay of money whi:h the 
Government of India has had to undertake on behalf of 
the Imperiul Government. The Indian Government did 


® The security that sterling drafts would be purchased from them of corres- 
ponding value so that they may again place themselves in funds exhausted by 
their purchase of bills from exporters. 
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its best, in the face of these requirements, to provide an 
adequate supply of currency. The active circulation of 
currency notes advanced from 51 to 82 crores in the four 
years of the period. The net issues of rupees in 1916-17 
amounted to 35 crores and in 1917—18, to more than 24 
crores (in addition to 8 crores of sovereigns). 


154. Dear Silver and Exchange.—To add to 
these difficulties, the price of silver went up to an unex- 
pected height. It was nearly doubled.t The white 
metal which was so long neglected and contemptuously 
treated had its revenge. Silver was in demand every- 
where for currency purposes. Each nation conserved its 
gold and multiplied paper currency. The daily expendi- 
ture of millions for the conduct of the war caused a tre- 
mendous expansion of currency and silver had its turn. 
The metallic value of the rupee now exceeded its nominal 
value and the Government had to issue ordinances against 
the melting of the coins and the export of silver. It also 
controlled and acquired the imports of silver and gold. 
The Secretary of State reduced the amount of the Council 
drafts to 80 and to 60 lakhs per week in view of the 
monetary stringency in India. 


The advanée in the price of silver necessitated alterae 
tion in the rate at which the Secretary of State used 
to sell rupees, viz., the Indian exchange. Owing to the 
high* price of silver, the rupee was no longer a token: 
its intrinsic value. was higher than its face value. Instead 
of yielding a profit, the issue of rupees caused a loss, if 
the Councils were sold at the old fixed rate. The question 
here arose, whether Government was not expected, under 
its exchange standard system, to maintain the rupee at the 
16d. level and to make up the loss by drawing upon the 
Gold Reserve. The fund built up out of the profits of rupee 
coinage and expressly set aside for the maintenance of 





* Silver prices which stood at an average of 37d. for ounce in April 3917, 
sose to 51d. in September and to 52 towards the end of that month. 
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exchange, it was contended, was the source from which 
the loss should be made good. 


The Finance Member met this contention with the 
plea that the Gold Reserve was never intended to serve 
the purpose for which it was proposed it should be used, 
that charging the loss caused by the high price of silver 
to that Reserve would entail indefinite responsibilities and 
liabilities and that whatever burden exporters had to bear 
was counterbalanced by the advanced prices of Indian 
produce. He defended the Secretary of State’s action in 
enhancing the rate of exchange to 17d. on the ground that 
he could not sell his drafts at a price which meant a loss 
of about one penny for every rupee that was supplied.* It 
was. step most reluctantly taken but, all things con- 
sidered, it was inevitable and perfectly reasonable. 


The disturbance caused by the titanic struggle, to 
trade and industries, has affected the exchanges all the 
world over. The normal baiance of trade in the case of 
some of the belligerent countries has been violently up- 
set and England has been able to maintain its exchange 
with the United States of America only by means of large 
borrowings in that country. Compared to the fluctua- 
tions and uncertainties of the exchanges of other countries, 
the disturbance which the Indian exchange has suffered, 
must be pronounced as slight, and there is na doubt 
that on the whole, the financial and currency machinery 
of India has been most skilfully handled. 


155. Course of Exchange. —We need not repeat 
what we have stated above with respect to the methods 
of expressing the rate of exchange. Here we give only 
typical illustrations of those methods which will also 
serve to demonstrate how the exchanges all the world 
over have been violently disturbed by the War. The 
prices paid in one country for definite amounts of foreign 








* Sir William Meyer's specch introducing the Financial Statement for 1918-19, 
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currencies are quoted daily in newspapers. We take the 
following from the Economist of December 8, 1917 :— 
Foreign Rates of Exchange on London. 


Rate Dec. 
7th 1917. 


Rate Dec. 
8th 1916 


Rate Nov. 


30th 1917, Usane. 


Par, 

















a OTE A AES A 





Paris ...| francsto £ I 





27°22~-24 27-25-26107-793 802 chee 25-32% 
| 


Amsterdam| florin to £1 | 10°80-85 | 10 76-80;11-653-€63| 9; 12°107 


| 
357-362 365-370, 


Petrograd .jroubles to £ 10 160-1634 |sight 94:57 


Italy «| ~—sidireto £1 | 3945-75 | 3950-70] 32-25-35 


’ 25:32} 








New York .| dollars to £ 1 464 7 


Vo-16| 4 76y'9-Ya| 4-76 7%,-75|Cable 4-865 


Bombay «| ser. to rupee |Is. 5-51 diits, 5-5yird. | I8.4q33°4 sah T. Is. 4d. 


| 
London course of Exchange, December 6th, 1917. 


London on, 
New York... (Oable) 4:76) 


‘5 (Demand) 4°77} 
Paris «» (Cable) 27°21 

99 (3 mnths} 27°60 
Petrograd .. (Cable) 362 

i (3 months) Nominal 
Amsterdam ... (Cable) 10-72 

¥, (3 menths) 10:90 


A typical Indian course of exchange will be as 
follows :— 
(March 13, 1918). (March, 1917). 


Bank Telegraphic Transfer 1s. 431d. Ls. 4y%5 d, 
Bank Demand Drafts 1s. 53}. 1s. 4,8, d. 
8 Month’s sight Credits 1 8, 533 1s. 4 +9, to $3 d. 
Bank Demand on France 192 fr. 188 fr. 
(for Rs. 100). 
3 Months’ sight France 198, ,, 194} fr, 
80 Days’ sight Hongkong 213 Rs. 1653 Rs, 
(for 100 dollars). 
30 ,  », Shanghai 303 Rs. 24035 
(for 100 taela), 
60 ,, » Japan 144} Rs. 150 to 151 Re. 


(for 100 yen). 
.D, D- on New York, Rs, 297 (for $ 100),810} Rs 
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156. Summary.—lImports of a country are paid 
by the exports and vice versa and the balance must be 
settled by a remittance of gold or silver. The movement 
of the precious metals for the liquilation of the mutual 
debts of countries, is avoided by the use of bills of ex- 
change which are orders issued by creditors to debtors for 
payment to parties m2ntioned. Like an ordinary com- 
modity, these bills can be sold and purchased in the market 
and those who have to make remittances abroad may buy 
the orders and send them to their creditors to be realised 
from the persons on whom the bills are drawn. Bills on 
London are every where available and in demand, and 
they are a favourite means of making payments abroad. 


Che rate of exchange shows the reciprocal relation 
of the currencies of different countries and may be ex- 
pressed in two ways. We may state either the amount of 
foreign money which a unit of our currency will buy or 
the amount of our own money which will be required to 
obtain a unit of foreign currency. London rates of ex- 
change on foreign countries are generally expressed in 
foreign currencies and foreign exchinge rates upon London 
also are similarly expressed, with a few exceptions. The 
Indian exchange on London and the London exchange on 
India are expressed in pence as the New York exchange 
is expressed in dollars from both sides. 


The rate of exchange fluctuates between the gold 
points, viz. the points at which it is more profitable to 
import or export gold rather than use bills of exchange for 
remittance purposes. Fluctuations thus limited, are re- 
gulated by demand and supply. If there is a large quantity 
of bills available, those who want to buy them for making 
remittances abroad will get them for a lower price and if 
the demand exceeds the supply a higher price must be 
paid. Exchange Banks carry on this business of buying 
and selling bills in India but the exchange problem has a 
peculiar importance in this country on account of the 
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practice of selling bills on India followed by the Govern- 
ment during the last hundred years. 


India has norma)ly a favourable balance of trade, that 
is, there is an excess of Indian exports over imports. The 
excess represents the home charges and the remittances 
of earnings, profits, and commissions of firms and indivi- 
duals. On both sides of the national account there are 
several invisible items which are not recorded in customs 
statistics. The excess of the value of exports over that 
of the imports, is paid to this country either by means of 
council drafts or the remittance of the precious metals. If 
the excess is not as large as one would expect it to be in 
view of the remittances of various kiuds which have 
annually to be made abroad, it shows that a part of the 
amount is retained in this country as capital for invest- 
ment in industries and trade. The excess of Indian exports 
makes foreign countries our debtors, and thus a keen 
demand arises for remittances to this country. This fact 
enables the Government of India conveniently to make 
payment to the Secretary of State for the disbursements 
he makes in London on its behalf. We have a gold ex- 
change standard and the Government has to take steps to 
maintain the exchange at the fixed rate of 16d. the rupee. 
This feature of our currency system, joined to the gold 
obligations of Government, imparts a peculiar interest to 
the problem of Indian exchange. 


The Secretary of State has to draw funds to London 
for his expenditure there on behalf of the Government of 
India and the bills and telegraphic transfers he sells, are 
purchased by those who want to make remittances to this 
country for goods imported or by banks which want rupees 
and notes for their financial operations. So long as the 
mints in India were open to the coinage of silver presente 
ed by the public, the balance of trade in favour of India 
was liquidated by the import of silver, and exchange was 
determined by the gold value of the white metal. Till the 
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year 1893 exchange steadily declined, compelling the 
Indian Government to raise more rupees by means of 
taxation for the payment of home charges in gold in 
London. Since the exchange was fixed at l6d. per rupee, 
only in years of financial stress caused by scarcity or 
otherwise, has Government been compelled to cease sell- 
ing drafts on India and to offer sterling drafts on London. 
It is profitable to banks to import funds into India by 
purchasing bills in London rather than by shipping 
sovereigns and then getting rupees for them from the 
Government, and therefore the Secretary of State has been 
selling his drafts to a much larger amount than is needed 
for his current expenses. 


The Government of India pay for these bills, when 
presented, from their balances and thus their remittance 
for home charges is effected. By means of the Councils, 
the Gold Standard Reserve and a large portion of the 
Currency Reserve, have been drawn to London and there 
invested in British securities. A part of the drawings is 
used for purchasing silver for the mints in India. There 
isa heavy demand for drafts on India during the second 
half of the financial year, which is the busy season when 
-Crops are moved to the ports, and the rate of exchange is 
then higher than in the first half of the year. The war 
shattered exchanges all the world over and the assistance 
India gave to the British Empire compelled the Secretary 
of State to raise the Indian exchange above the standard 
rate. Funds to the extent of Rs. 150 crores have been 
drawn from India to London in the course of exchange 
transactions in four years. 


Chapter XII. 


BANKING AND CREDIT. 
REFERENCES. 


Taussig: Principles of Hconomics ; Pierson: Principles of Econo 
mics; C. A. Phillips: Readings in Money and Banking; Hartley 
Withers: The Mean:ng of Money; J. M. Keynes : Indian Currency and 
Finance ; Report of the Chamberlain Commission ; Statistical Tables 
relating to Banks in India for 1917, published by the Department of 
Statistics, India ; Stat‘stics relating to Joint Stuck Companies in Bri- 
tish India and Mysore ; Keatinge: Rurul Economy in the Bombay 


Deccan; D. E. Wacha: Agricultural Banks in India; Evidence Re- 
corded by the Industries Commission. : 


157. Indigenous Banking.—Even before the ad- 
vent of modern joint stock banking there were in this 
country, numerous banking firms and bankers who carried 
on business on an extensive scale. Money lending was and 
is done by numerous persons of every caste and class in 
towns and villages, all over the country. As distinguish- 
ed from these money lenders, the bankers took money on 
deposit, made loans and issued drafts or ‘hundies,’ and 
they have always occupied a high status in society. In 
old times governments borrowed lirgely from the bankers 
who financed military compaigns. Ihe Peshwas, for in- 
staiice, were heavily indebted to them and several bank- 
ing houses enjoyed great social reputation for the extent 
of their transactions and the honesty of their dealings. 


English banking, which has now assumed a vast 
magnitude, also began in this humble way. When the 
prejudice against usury disappeared, the people first to 
take advantage of the favourable situation, were the yold- 
smiths. 


‘As they had valuable property of their own to 
guard, people were inclined to think that what would 
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be trusted to them was safe. Accordingly the practice 
of depositing money or bullion with the goldsmiths 
became a common one, the more so after 1640, when 
Charles I, then in great straits for money, had seized 
the bullion of private merchants left for safe keeping 
in the Tower.....---- When the goldsmiths thus obtain- 
ed deposits, they naturally were ready to lend at 
interest. Cromwell borrowed from them on the secu- 
rity of the taxes and paid them back when the taxes 
came in; Charles II continued the plan, paying the 
goldsmiths 8 per cent. for what they advanced.”* 


The small bankers took depdsits and allowed interest 
upon them, gave loans on the security of jewellery pled- 
ged wi: them and purchased and sold ornaments. This 
business is being done to-day extensively in villages and 
small towns all over India, where modern banking is un- 
known. The banking houses of a higher status have 
dealings on a much larger scale. They finance internal 
trade and remit funds from ove place to another for 
their customers and discount the hundies of small pro- 
ducers and dealers, In spite of the rapid progress joint 
stock banking has made during the last generation, these 
indigeaous banking houses play an extremely important 
part in the internal finance of the country. They accom- 
modate small traders and producers whom the big banks 
cannot reach. Their ‘hundi’ draft is easily available and 
through it remittance can be most conveniently effected 
in the absence of other banking facilities. 

Mr. Findlay Shirras thus describest the indigenous 


bankers :— 


“Before the British era, trade was entirely financ- 
ed by Jdanias, who combined money lending and 
finance with trade. Throughout the length and 
breadth of India these danias undertook the financing 
of agricultural operations. They were chiefly Mar- 


* Townsend Warner : Land-marks in English Industrial History. 
+ Report of o lecture delivered in Caleutta in 1934. 
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waris from Marwar, Chetties from Southern India, 
and Bhattias and Parseesin Bombay and Gujarat. 
To-day the money-lender or money changer was still 
in a flourishing condition. The larger Indian bankers 
and shrofis still oontinued to doa large part of the 
internal banking business. Thev were the depositor- 
ies of much of the money wealth of the villages or 

_ districts in which they resided and they were also en- 
gaged in exchange operations, as well as trading on 
their own account. They used hundis or bills which 
were drawn up in Mahajani or a written character 
peculiar to bankers, and these were usually illegible 
to uny one outside their class. A dishonoured hundi 
was an event of rare occurrence with them. Aundis, 
despite the increase in joint stock banking, were not 
decreasing but increasing, and the circulation of hun- 
dis was the most perfect portion of the purely Indian 
system. The da .iu class was one to which India was 
greatly indebted for financing agriculturists, and re- 
moving products from the growing to the consuming 
districts and distributing goods of all kinds all over 
India. Joint stock banks were not in any way a hin- 
drance to their trade; in fact they relieved them of 
much trouble and risk.” 


158. Rise of Modern Banking.—Besides these 
(1) indigenous banking houses and bankers, there are in 
India to-day, (2) the three Presidency Banks of Bengal, 
Bombay and Madras, (3) the Exchange Banks doing -busi- 
ness in this country as wellas in others, and (4) the 
Indian joint stock banks. 


“The European system of banking was introduced 
into India by the Agency Houses of Calcutta. These 
were not merely merchants and agents but also bank- 
ers who did business with the merchant princes in 
India, planters andthe civil and military services. 
They possessed a note circulation which was extreme- 
ly beneficial to them. After the passing of the Act of 
1813 which gave greater inducements to Europeans to 
settle in India, there was a considerable extension of 
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banking in connection with the Agency Houses but 
the great commercial crisis of 1829-30 put an end to 
almost all these Houses.”’* 

The foreign trade of th: country in the early part of 
the last century, was comparatively small and internal 
exchange was facilitated by indigenous bankers. As trade 
however, slowly expanded, European merchants and others 
directly interested in it, felt the necessity of having bank- 
ing arrangements of western type in their midst. Like 
the mercantile community, Government also experienced 
difficulty in carrying on its financial operations withont 
the assistance of ‘a well conducted modern bank. Under 
these circumstances the Bank of Bengal came into being 
and received its Charter in 1909. OF its capital which 
was then & 500,000 the State contributed £ 100,000 and 
Government took its share inthe direction of the affairs 
of the Bank. Indians came steadily to be associated more 
and more with the foreign trade of the country and, there- 
fore, with the business of the Presidency Banks. 


“The Presidency Bank of Bengal was opened in 
1806 and received its charter of incorporation from 
the Hast India Company in 1809. The first Bank of 
Bombay (it went into liquidation in 1868 and a new 
one was formed in the same year) was established 
under a similar charter in 1840, and the Bank of Ma- 
dras in 1843. The establishment of these Banks in 
the other Presidencies put an end to the possibility 
that the Bank of Bengal might become a Bank for all 
India. The Presidency Banks had at first, a semi- 
official character. At the foundation of the Bank of 
Bengal, the Kast India Company contributed one-fifth 
(the proportion became smaller subsequently) of the 
capital and appointed three of the directors. Upto the 
time of the Mutiny the office of Secretary and 
Treasurer was held by a covenanted civilian.'’t 


* Mr. Findlay Shirras : Report of a lecture delivered in Calcutta in 1914. 
+ J. M. Keynes: Indian Currency and Finance. 
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159. The Presidency Banks.—The relations of 
the Government of India and the Presidency Banks are 
regulated by the Presidency Banks Act of 1876 which 
imposes certain definite restrictions upon their business 
operations while it concedes to them some material and 
moral advantages also. Before that date the agreement 
with the Banks compelled the Government to place all 
the cash balances belonging to them in the hands of the 
Banks with the result that there was a serious danger of 
Government’s money not being available when it was 
urgently required. In a despatch to the Secretary of State, 
dated 30th June, 1874, the Government of India wrote :— 


“The Bank of Bombay, accustomed to high Gov- 
ernment balances, and relying on the maintenance of 
those balances, had so employed them that they were 
practically locked up; for had we insisted on with- 
drawing them more suddenly we should have done so 
in the face of a warning that we should produce a 
commercial crisis, and therefore for a time the Gov- 
ernment balances at Bombav were useless for the pur- 
poses of the (rovernment......... We are of opinion that 
a Government subject to the contingencies to which 
the Government of India is exposed, ought not to be 
without a reserve and that this reserve should be in 
its own hands.”’ 


The Government was inclined to dissolve its connec- 
tion with the Banks, but preferably it proposed 


“To make a change in the agreementS with the 
banks, so that instead of giving them the right to hold 
all the Government balances, the stipulation may be 
confined to engaging to pay them interest when our 
balances are reduced below certain amounts.” 

In his reply, the Secretary of State (Lord Salisbury) 
gave his assent to the proposal of the Government of 
India about establishing an independent treasury system 
and leaving with the Presidency Banks certain minimum 
balances without interest and imposing by law specific 
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restrictions upon their business operations. The Presi- 
dency Banks Act of 1876 laid down restrictions as to the 
qualifications and number of directors, the kind of busi- 
ness that they could and could not transact, the terri- 
torial limits of their jurisdiction and so forth. The Banks 
have tried to get some of these restrictions removed as 
needless, and wanted liberty to deal in certain securities 
which were not allowed by the Act, e. g., securities of 
State.aided Railways and of District Boards. They also 
wanted to be empowered to borrow outside India so that 
they might have accessto the great store of banking 
capital available in London. 


This and other matters connected with the powers 
and resources of the Presidency Banks, were topics of 
prolonged discussion among the parties concerned. Strong 
objection was taken to these Banks being allowed to 
pledge securities and take deposits'in England and thus 
raise funds there. The Exchange Banks vehemently 
opposed the suggestions that the Presidency Banks should 
be allowed, when the Bank rate in India was 6 per cent. 
or higher, to borrow in London, that they should be 
permitted to deal in foreign bills under certain conditions 
and that they should be allowed to draw sterling drafts 
on London for the home remittances of their customers 
subject to a limit of £ 200 in each case. One of the Ex- 
change Banks, the Mercantile Bank of India, wrote to 
the Secretary of State :— 


“It would be an anomaly in State banking to find 
the Presidency Banks of India, which depend for their 
prestige and resources so largely on their State con- 
nection, turning their attention and their resources 
from the object of their existence—the facilitating the 
internal trade and requirements of India (a sufficient- 
ly wide field one would imagine), to embark in opera- 
tions of foreign exchange. It would further, be a seri- | 
ous matter for the existing Exchange Banks, and very ° 
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unfair to them if these State Banks, backed by their 
State support and the large amounts of public funds 
placed at their disposal by the State free of interest, 
should be authorised to compete keenly, and with all 
the power that their privileged position gives them, 
with those institutions which have hitherto conducted 
that business to the satisfaction of the mercantile 
community.” 


The other Exchange Banks wrote in the same strain 
and there was a lively debate between them and the Pre- 
sidency Banks. The latter attempted to show that the 
apprehensions of the Exchange Banks w.th regard to un- 
fair competition being sét up in exchange transactions 
against them, were baseless. The proposal of the Presi- 
dency Banks was favoured by the Government of India, 
but the Secretary of State was strongly impressed by the 
contention of the Exchange Banks that their interests 
would be injured by the proposed changes and declined 
to sanction even a moderate concession to the Presidency 
Banks viz. ‘allowing them to draw sterling bills on London 
for the purpose of the remittances of their customers 
subject to a limit of 200 / in any one month on behalf of 
any one customer. The discussion was brought to an 
end on 26th September, 1906, witha telegram from the 
Secretary of State in reply to one from the Government 
of India asking permission for the above amendment of 
the Act, stating : ‘Your telegram dated 15th September, 
Presidency Banks. I regret that 1 cannot accept your 
proposal.’ 


169. Their Business.—We shall presently deal 
with the question of monetary stringency and a high 
bank rate prevailing in India during the busy season, 
which was involved inthe above discussion. It is to be 
noted here that the Presidency Banks are three powerful 
joint stock banks having special relations with Govern- 
ment and carrying on the ordinary banking business 
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under certain well defined limitations. They lead in 
financing the internal trade of the country, and the ordi- 
nary joint stock banks follow them ata distance. They 
take deposits and lend on security, and discount, buy and 
sell bills of exchange and other negotiable securities 
payable in India or Ceylon. They cannot borrow money 
outside India, nor can they d.alin sterling bills. The 
conditions on which they may give loans are sirictly laid 
down by law. They perform certain services for Govern- 
ment and receive remuneration for it. Government holds 
no shares in the Banks and is not represented on the 
directorates. It, however, keeps certain minimum amounts 
fi se of interest with the bead offices of the Banks, and if 
the public deposits fall below the stipulated limit, interest 
is paid on the amount by which they fall short. Usually 
Government keeps larger deposits with the Banks than 
they are expected, though not bound, to do. 


“Where a branch of a Presidency Bank exists, 
part of the Government balance is deposited in it. 
Similarly a part of the Government balances held at 
Calcutta, Madras and Bombay, is deposited at the 
head offices of the three Presidency Banks. The 
relations between the Government and the Presidency 
Banks in respect of the holding of balances are partly 
regulated by agreements with the three banks which 
were last revised in 1898. The agreements provide 
that the Banks are to transact general bnsiness for 
the Government at their head offices and certain 
branches; that they are to receive certain remunerae 
tion ; that the Government is not bound to retain at 
the Banks any particular sum; but that if its balance 
at the Head Office of any of the three Banks falls on 
any day below a specified minimun, it is to pay to the 
Bank interest “at the lowest rate chargeable on such 
day by the said Bank to the public for loans re- 
coverable on demand.” The remuneration of the three 
Banks and the minimum balanccs that they are to 
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— hold for the Government at their Head Offices without 
charging interest are as follows :— 


Amount of Balance 
below which 
Remuneration interest becomes 


per annum. pay able. 

£. £. 
Bank of Bengal 2,900 e 233,300 
Bank of Madras 800 120,000 
Bank of Bombay 800 133,000 


“The revision of these agreements is now under 
the consideration of the Government of India. 

“In actual practice the Government of India is 
much more liberal to the Banks than is provided for in 
the agreements. They usually keep at the head offices 
of the three Banks the following amounts :-—= 

Bank of Bengal ... .- 467,000 2. to 533,000 2. 

* Bank of Madras ... ..» A little over 133,000 J. 

Bank of Bombay... .» 207,000 2. to 333,000 2, 


“On the flotation of a loan and in special cases, 
the amount are increased:"’* 


Tha following table shows the position of the three 
Presidency Banks :— 


Presidency Banks. 


1905 1914 916 
Rs. (lakhs).| Rs. (lakhs).| Rs. (lakhs). 


Capital and Reserve 6,23 7,64 7,35 








Seed et 








Deposits sei 20,08 | 45,66 49,91 


eed Se anepe memes, fame ceemeineS SE 








Cash Balances _... 8,23 20,84 17,27 


* See Chamberlain Commisaion’s Report, Appendices, 
3 
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The comparative position of the three conan is 
brought out in the following table :—~ 


3xst December 31st December 31st December 31st December 


1905 1910 1914 1916 
Rs. (lakhs) Rs. (lakhs) Rs. (lakhs) Rs. (lakhs) 

Bank of Bengal 2,00 2,00 2,00 8,00 

Capital » Madras 60 60 75 75 

99 Bombay I,00 T,00 1,00 1,00 ' 
Bank of Bengal 1,43 1,75 2,00 2,13 
» Madras 33 51 79 58 
» Bombay 1,87 1,05 I,Io 9o 
Govern- Bank of Bengal 1,67 1,98 2,87 2,74 
ment De- » Madras 37 72 91 1,04 
posits » Bombay 93 1,52 1,83 1,42 
Bank of Bengal 12,04 16,09 21,61 41,44 
Acar » Madras 3,46 5,67 7.62 9,60 
pos » Bombay 6,76 10,58 10,82 13,67 
Bank of Bengal 3,97 5,14 11,70 7,73 
Cash { » Madras 1,67 1,84 2.67 2,87 
» Bombay 3,59 4,36 6,47 6,68 
Bank of Bengal 1,81 3,68 6,21 7,69 
sabes , Madras 67 85 1,34 1,63 
mens » Bombay 1,58 1,49 2,01 3,13 


The dividend paid by these banks has always ‘been 
-gubstantial. During the three years, 1914-16, the Banks 
of Bengal, Bombay and Madras have paid 16,15 and 
12 per cent. respectively. Besides the head offices, the 
Banks have 25,14 and 23 branches and agencies ren- 


pectively. 


161. Exchange Banks.—Now to. turn to the 
Exchange Banks. These are big European banking 
concerns with enormous resources, and they carry on 
their operations in India and over eastern Asia. For the 
sake of convenience they are classified in two groups 
according to the extent of business done by them.in India, 
viz. (1) five of them are doing a considerable portion of 
their business in this country and (2) the remaining 
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five are merely agencies of large banking corporations 
doing business all over the East. The following statistics 
will give an idea of the position of these banks in the 
year 1916 :— 





















sae SAE NS SEEN TERE IES IAAT, 

a a Deposits. Cash Balances. 

7 | * 

te Out of In Out of In 

Pw India. | India. | India. | India. 
£ £ £ R £ R 


1,000} I1,000| 1,000 } 1,000 I,000 | 1,000 
(1) Banks doing 
a considerable por- 
tion of their busi- 

ness in India. 5 | 3,812 
(3) Banks which 
are merely agencies 
of large banking 

corporations doing 
27,272 | 2,27,87 


business all over 
Asia. 5 baa 11,114 |162,510 | 6,49,48 
38,03,28 | 41,367 porte 


These banks are institutions of a very old standing, 
having been founded sixty years ago, and they take 
deposits in India and outside and with funds thus bors 
rowed, finance the foreign trade of the country. They 
are thus complementary to the Presidency Banks and the 
other Indian banks which confine themselves to internal 
trade. They purchase bills of exchange drawn by ex- 
porters of produce and discount them with London banks 
or realise them when they mature.* Through their London 


3,981 | 45,702 '31,54,40 | 14,095 | 7,86,14 

















| Total ...| 10 |22,836 |15,095 |208,2¢32 


i 





© 4 Bills against the export trade are drawn D. A. (documents on acceptance) 
and D. P. (documents on payment). They are purchased by the banks’ branches 
in India, The D. P. bills are held by their London offices until they are 
retized or paid at maturity. The D. A. bills as a general rule are discounted of 
tediscounted, jmmediately after acceptance. They are rediscounted with thé 
English Joint Stock Banks and the Scotch Banks or with bill brokers financed-by 
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offices they purchase import bills which are drawn on 
consignees in sterling and thus they finance import trade 
al.o. These transactions enable the banks to bring back 
the funds realised in London. As the value of India’s 
exports normally exceeds that of tae imports ; the defici- 
ency in imoprt bills is made good by the purchase of 
council bills and telegraphic transfers and the anipment 
of gold and silver. 

Owing to stringency in the money market, in the 
busy season, the bank rateand the discount rate mount 
up very high. The exchange also rises and the Exchange 
Banks bring money into the country by buying the 
Secretary of State’s drafts, and Telegraphic Transfers 
which enable them to receive rupees from the Govern- 
ment Treasuries immediately without having to wait for 
more than two weeks for the arrivals of the bills. The 
difference between the rate of interest they have to pay 
on their own borrowing or deposits, both in England and 
India, and the rates they charge in discounting sterling 
bills, constitutes their profit. 

The deposits of the Enchange Banks have cone 
siderably increased in. recent years, and while enjoy- 
ing a monopoly of the finance of the export trade 
of the country, they participate actively in the financing 
of the internal commerce also. The extent to which their 
these, and especially in times of stringency with the Bank of Englahd. These 
bills may be held for a time by the Indian Exchange Banks in London, This 
would occur when business in India was stagnant or when money was difficult 
to employ in London. To the extent to which the D. A. are redisoounted 
immediately after acceptance ( which they are in the great majority of cases 
the Indian export trade is financed not with the funds of the Exchange Banks, 
except from the time of the purchase of the bills in India to their arrival in 


Lendon, but with the funds of the British Banks, #.¢., with British and not 
Jagin capital. "Repost on Banks in India, 1917. 
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tesources have increased during the past few years, will 


be seen from the following figures :— 
Capital and Deposits in Cash balances 


reserves. India. in India. 

£ (1,000) £(1,000) £ (1,000) 
1913 iM 37,825 20,690 3,902 
1914 ee 36,972 20,098 5 596 
1915 ces 36,793 22,364 5,068 
1916f us 37,931 25,359 6,760 


Exchange Banks compete with other banks in the 
country in borrowing money by means of deposits and in 
lending and discounting business. Their operations are 
not thus restricted to the financing of import and export 
trade. They have 45 branches in India as compared with 
65 branches ( including head offices) of the Presidency 
Banks and 68 head offices and 160 branches of the Joint 
Stock Banks. The Indian deposits of these banks amount- 
ed,in 1916, to £ 25,359,000, as against & 35,276,000 of 
the Presidency Banks and £17,149000, of the Indian Joint 
Stock Banks. As we have shown in the last Chapter, 
owing to the severe strain put upon the monetary re- 
sources of India, by the War, the drawings of the Secretary 
of State had to be curtailed, gold could not be imported 
and exchange rose much above the standard rate. Exe 
change Banks had not adequate funds to buy bills and 
had to sell drafts at a fixed rate. 

162. Joint Stock Banks.—Banks of the third 
class, viz., the Joint Stock Banks, are almost all of them, 
of recent origin. The growth of this type of bank has 
taken place during the last thirteen years. The total 
number of banking and loan companies registered under 
the Companies Act in 1914 15, was 574 and their paid up 
capital amounted only to Rs. 7,98,75,509. The corress 
ponding figures for 1915-16 were 460 and Rs. 8,34,04,000. 
The number had remained steady for several years 


t Excluding the Delhi and London Bank which was amalgamated with the 
Alliance Bank of Simla, Lid. 
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find declined in 1914-15 and 1915-16 on account of. the 
failure of many Swadeshi banks; and yet the paid up 
‘Capital almost doubled in ten years. Under the heading, 

‘banking and loan companies, are: included hundreds of 

‘petty banking and lending establishments, and institutions 

“carrying ‘on operations on a considerable scale, are very 

few. .The number and the amount of paid up capital of 

these banking companies, are given below :— 


Year. Number. Paid up capital (Rupees). 
1900-01 430 - 3,82,84,266 
1905-06 595 4,40,34,101 
-1906-07 567 7,31,57,416 
1910-11 492 7,91,31,641 
1913-14 5502 7,91,51,400 
1914-15 475 7,98,75,509 
1915-16 460 8,34,04,000 


The joint stock banks are classified, for the sake of 
convenience, into four groups according to the amount of 
their capital ; and their positionon 31st December, 1916, 


was as follows :— 
No. of | Paid up | Reserve Cash 
Banks. Capital. a _ Balances. 


R(!,000)/R(1,000) R(z,000) | R(1,000) 


1,60,48| 41,37,71) 19,56,15| 4,88,63 

















(1)°° Banks with Capital 
and Reserve am.untitg to 
Rs, 20,C0,000 and above... 6 


(2) Banks with Capital 
‘ond Reserve between Rs: 2° | 












= 





_ mad to lskhs ses 10 1,05,37) 29,49 4,55,43! 97,62 
$) Banks with Capital 
-and Keser ahi nee Io 
‘and 5 Iskhe. _ 4 21,51 6,46 59,48) 17,25 
Total of Banks = 
Rs. 5,00;000 des 20 2,87,36] 1,73,€6| 24,71,05| 6,03,49 
“(4 “‘Batiks-with Capital and 
Reserve betwee. a 5,00,000 8 ES | eee reenter | SUNY SMARTIES 76,76 
16, 








A CTE | peerage escey | SPER MAAS 


Total... 48 3,39,13 1,85,16 25,72,28| 6,20,25 
Ea ON RIOR LEN ESET 11 1 


- and Re, £019,000 .. ase 28 51,77 13,50 
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Joint stock banking is a plant of recent growth and 
‘has yet to drive its roots wide and deep into the soil. 
While the sapling was growing up vigorously, it was 
overtaken by a violent storm in 1913, when a number of 
-banks collapsed. The failure of the banks caused ruin 
and hardship to numerous middle class and poor families, 
‘but it imparted a wholesome and much-needed lesson as 
it exposed the rotten condition of many of the apparently 
prosperous. concerns. It indeed dealt a rude shock to public 
confidence and fora time the progress of banking was 
Tetarded. But the exposure was calculated to teach the 
people where the screw of banking management was 
iloase and to ensure a slow but healthy progress of the 
‘movement. 


These joint stock banks came up on the crest of the 
enthusiastic industrial movement which began in 1905, 
and banking came to be regarded as a new path into 
which the energies of enterprising persons might strike. 
The public was willing to patronise the new institutions 
and put their money inthem. The middle class which 
‘was in the habit of saving and of depositing its savings 
in the Postal Savings Banks, was attracted by the tempt- 
ing prospect of getting a higher rate of interest and divi- 
dend, and the new concerns had no difficulty in attracting 
share-holders and depositors. From 5 to 6 per cent, 
interest was offered for deposits fixed for a year or two 
years, and the banks helped many a shop-keeper and 
trader in his business by giving him accommodation. 


163. Bank Failures :—Several causes combined 
to make the position of the joint stock banks insecure, 
(1) The directors of many of the concerns were men who 
knew little about banking business and could not and did 
not control the operations of the banks. (2) If some of 
those whose duty it was to keep a strict watch over the 

@ealings of the banks, suffered from a lack of experience, 
others were too clever-to deserve the responsibility 
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trusted to them. (3) Accounts were not properly kept 
and loans were given without sufficient security. (4) A 
large amount of the funds of the banks was locked up in 
such a way that it could not be easily realised. (5) Some 
of the managers went in for speculation, a species of 
business which such banks should have avoided, and the 
monies taken from depositors at a high rate of interest, 
were used to finance concerns whose profitableness was 
doubtful. (6) Dividends were often distributed among 
shareholders out of capital, and this fact could be con- 
cealed by a skilful manipulation of the accounts. When, 
therefore, one of the banks came into trouble owing to a 
run being made upon it by depositors, public confidence 
was shaken and other banks also came down. Their 
asset; could not be easily realised and the demand of de- 
positors could not be met. 


These facts have been brought out in liquidation and 
other proceedings in connection withthe banks which 
have taken placeinlaw courts. Withafew exceptions 
most of the banks which have failed or have been liqui- 
dated, have been pigmy concerns. The following table 
shows their number and position :— 







Capital. 
No. of Banks 


liquidated. 
Authorised. | Subscribed. | Paid up. 


Rs. (1,000) Rs. (1,000) Rs. (1,000) 





Year. 





1913 (two 


mon 2,74,00 1,64,56 35,3 
1914 43 7,10,50 2,45,6r 109,12 
1915 11 $6,50 7,91 4,60 
1916 13 2,30,90 20,90 4,23 


Many of these banks had high-sounding names but 
ti¢ketty from the very: beginning. 
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The paid up capital bore a small ratio to the sub. 
scribed and the authorised capital, as may be seen from 
the following table of some typical banks, compiled from 
the information published by the Department of Statistics: — 








| Authorised ae Paid up 





Name. : b : Deposit 
5 | Capital. Capital. Capital eal 
% 
Rs. Rs, Rs. Rs. 


{ 

| 

Solar Bank, Lahore ; Registered, | 
17th April, 1913; Liquidated, 


24th March, Wid... sisi T,00,00 000 1,55,000| 8,510 veccce 


\ | 
Orient Bank of India, Lahore; Re- ' 
gistered, 18th May, 1907, Liqui- 
dated, 4th September, 1914. 25,00,000 |F0,00,000 71,354 14,94,958 
Bank of Asia, Lahore; Registered, | 

2nd Septcmber, 1912, Liquidat- 


ed 29th November, 1914.... re 


| 
t 
| 
25 00,000 | 4,65,450| 32,099 | 76,781 
Commercial Bank of India Gazi- ! 
pur, U.P.. Resistered, 17th Jan- | 
uary, 1913, Liquidated, 2nd Juty, | 
IY14. eve eee coe 2e | 

| 


Sri Krishna Bank, Madras; Regis- 
teied, 24th May 190%, Liquidat- 


ed, 31st March, 1914. 5,00,000} 3,125 | weve 


| 

sone 5,775{ 4,250] 18,655 
| 
| 
500,000 | 
| 











Banking corporations and bankers have to keep suffi- 
cient cash and liquid assets in their haads so as to be able 
to meet demands as they arise. But the joint stock banks 
did not follow this wholesome practise. While the pro- 
portion per cent. of the cash to the liabilities on deposits 
of the Presidency Banks has been 33 and of Exchange 
Banks 20, on an average, that of the joint stock banks has 
not exceeded 15 or 16. The position has steadily improv- 
ed during the past four years. 

“Cash balances at the end of 1916 were 35 per cent. 
of the liabilities on deposits in the case of the Presi- 
dency Banks, 25 percent. in the case of Exchange 


Banks doing a considerable portion of their business 
in India, and 35 per cent. in the case of those Banks 


doing business all over Asia. The percentage for 
4a 
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Indian joint banks is 24 in the case of Banks with 
capital and reserve over Rs. 5 lakhs and 17 in the case 
of banks with capital and reserve between one lakh 
and less than 5 lakhs of rupees.” 

The lesson of the bank failures seems to have been 
taken to heart and the joint stock banks now evince 
a desire to strengthen their position, especially in the 
abnormal conditions created by the war. The remarks 
made by certain shrewd observers in connection with the 
position of these banks before the failures of 1913-16) 
have proved almost prophetic. Mr. Keynes wrote :— 


“In the case of the smaller Banks, dealing, as 
they are, with clients to whom banking is a new thing, 
and in acountry where hoarding is still dominant, 
the cash balances seem, from the available indications, 
to be hopelessly inadequate; and it is hard to doubt 
in the next bad times, they will go down like nine pins. 
If such a catastrophe occurs, the damage inflicted on 
India will be far greater than the direct loss falling 
on the depositors ”. * 


164. Proposed Restrictions.—The failure of so 
many banks led the public and Government to consider 
whether it would not be desirable to impose certain 
restrictions upon firms and individuals who used the words 
‘banks, ‘bankers, or their equivalents, thereby gaining 
an amount of prestige in the eves of people and attracting 
deposits. The Government of India, therefore, issued a 
circular in August, 1913, asking Provincial Governments 
to communicate to them the views of the commercial 
community and others on this point. They suggested 
restrictions that would be desirable in the following 
matters :-— 


(1) The prescription of a minimum amount of sub- 
scribed capital; (2) a stipulation that an adequate 
portion of such capital should be duly paid up within 
a reasonable period from the starting of the business ; 

* Indien Currency sad Finenve. ) 
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(3) a restriction on the full allocation of profits to 
dividends pending the building up of an adequate 
reserve ; (4) a restriction as to taking up by a ‘bank’ 
of business outside that of banking in which the 
banking profits might be lost.” 

Some restrictions of the nature proposed Sy Govern- 
ment are clearly necessary in the interests of the public 
as well as of a healthy growth of Indian joint stock bank- 
ing. But any banking law that may be passed, should 
be such as will not hamper the growth of legitimate 
and sound business and as will only protect healthy 
development from the competition of unscrupulous and 
unsound concerns. 

The economic development of India requires an ex- 
tension of banking facilities in al! parts of the country. 
The people have to be taught to haud over their savings 
to banks which will use the funds thus collected for the 
promotion of trade and industry. There is a great scope 
for the expansion of banking, and concerns, small and 
large, if they are conducted along right lines, will be suc- 
cessful and helpful. High rates of interest rule in the 
market and small business men and producers cannot get 
the necessary accommodation without paying a heavy 
price. The ordinary money-lenders in towns and villages 
give credit to their clients, but charge exhorbitant rates 
for their services. If banks were to collect cash from 
persons of small means and inspire confidence in the 
public mind, they would assist in the economic develop. 
ment of the country. 

165. Agricultural Banks.—There are no land 
banks and agricultural banks in India like those in other 
countries.* Landholders have, therefore, to raise loans 
by mortgaging their lands to money-lenders, and cultiva- 
tors obtain advances from the village sowkar for the 
current expenses of agriculture. Zakavi loans are made 
by Government to cultivators, but they are not popular, 


* See Gide’s Political Economy and the next Chapter of this book. 
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and they do not satisfy the smallest fraction of the needs 
of the people. The indebtedness of the Indian rayats 
is colossal, and attempts made to relieve it, like that of 
the Deccan Agriculturists’ Relief Act, have almost failed, 
There are here two problems to be tackled, first to enable 
the farmer to shake off the burden of the old debts and 
second, to advance to him .the capital required to carry 
on his agricultural operations. If there were banks which 
would supply this two-fold credit, the cultivator’s lot 
would be vastly improved. But he has as yet to rely, 
where there are no co-operative credit societies,—and 
these are too few in view of the large population of the 
country—on the old credit machinery vz. the money- 
lender who charges high rates for his money. 


We have shown in Chapter V what is the position of 
the cultivator and the common artisan with regard to 
credit and supply of capital. In one of his pamphlets, on 
Agricultural Banks in India, Mr. D. it. Wacha pleads for 
the establishment of land banks which will emancipate 
the cultivators. He gives an account of the experiment 
of such a bank in Poona district which was to have been 
made about the year 1883. and argues that, aiter all, co- 
operative credit societies are not calculated to solve the 
problem of agrarian indebtedness.* He holds up the 
Agricultural Bank of Egypt to imitation in this country 
and wishes enterprising men to start such banks and 
conduct them with the assistance of Government. There 
can be no doubt about the fact that the problem of agri- 
cultural indebtedness ought to have been boldly faced by 
the State long, long ago; and the cultivator should have 
been assisted to throw off the yoke of his debt, by means 
of agricultural banks. In Ireland and in France, for 
example, the State is placing large funds at the disposal. 
of cultivators. This is not to minimise the urgent im- 
portance of the growth of the co-operative credit societies. 





‘* See page 105 above as also the next Chapter. 
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which are calculated to improve the status and economic 
position of the rayat as nothing else can, but to point out 
the colossal dimensions of the rayats’ indebtedness and to 
suggest the radical cure necessary to remove it. 


166. Industrial Banks.—The want of industrial 
banks is being similarly keenly felt. The Presidency 
and joint stock banks lend their monies for short periods, 
and they cannot afford to lock up their funds in ordinary 
securities or new industrial concerns. Like agriculture, 
industries require a special treatment, and it has been 
suggested that banks should be started for financing in- 
dustrial enterprise. State assistance is also invoked in 
the matter though how precisely it should be rendered is 
a difficult point to settle. Government may advance 
capital on the security of the property of a concern when 
the loan has been recommended by competent authority ; 
or it may guarantee a certain rate of interest as it did 
in the casc of railway enterprise. Financing of industries 
would certainly be better done by private banks strongly 
supported and supervised by the State. Andif branches 
of such central banks were opened in small towns, the 
producers there would derive material benefit trom 
them, and the banks themselves would do good business. 


Organising capacity, expert advice and an adequate 
supply of capital are the essential requisites of industrial 
development. No new industries can be started unless 
they have the backing of men with capital to finance 
them or of industrial banks which will make it their princi- 
pal business to support sound propositions. Such in- 
dustrial banks do not exist in this country and their work 
cannot be done by the ordinary deposit banks. Neither 
the Presidency nor the Joint stock banks can assume this 
role, as they cannot lock up their funds in industrial 
concerns for a longtime and do not possess the expert - 
agency necessary to judge of the character of the indus- 
trial proposals placed before them. Japan has already 
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equipped herself with industrial banksand all other nations 
have been awakened to the urgent need of such institu- 
tions. Messrs. Tata, Sons and Company have recently 
taken the lead in starting an Industrial Bank with a 
capital of Rs. 6 crores and its progress will be watched 
with the keenest interest. 

167. The Bank Rate.—The Bank rate is the rate 
which is charged for loans against Government securities, 
while the rate of advances on other securities and of dis- 
counts is slightly higher. The rates are not the same in 
the different Provinces. As we have said above, this 
business is, at present, done by shroffs and other money- 
Jenders who deal in hundies, They grant accommodation 
fora few months and charge varying rates of interest. 
The shroffs in big commercial centres are a link between 
petty traders and shop-keepers and the Presidency and 
joint stock banks, the latter discounting their bills and 
thus coming indirectly in contact with the small business 
men. 

The official bank or discount rate of the Presidency 
and other banks is, however, not identical with the rate 
that prevails in the bazars, and the latter is often not 
much affected when the bank rate rises owing to monetary 
stringency which occurs periodically. 


“The shroffs who finance nearly the whole of the 
internal trade of India, rarely, ifever, discount Euro- 
pean paper and never purchase foreign or sterling 
bills. Neither do they lend money on Government 
Paper or similar securities, but confine their advances 
to the discount of hoondees, to loans to cultivators and 
against gold and silver bullion. The hoondees they 
purchase are, for the most part, those of traders, small 
and large, at rates of discount ranging from 9 to 25 
per cent. per annum but the hoondees they buy from 
and sell to each other, which are chiefly the traders’ 
hoondees bearing the shroffs’ own endorsement, rule the 
rates in the native bazar and are genarally negotiat- 
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ed, during the busy season, at from 5 to 8 per cent. 
discount. They also discount their endorsements 
pretty largely with the Presidency Banks when rates 
are low and discontinue doing so when they rise above 
6 per cent. They also speculate largely at times in 
Government Paper, especially during the off-season, 
but rarely or ever hold it or lend on it.’’* 

The bank rates are usually regulated by the intensity 
of demand for money required for financing the export of 
Indian staples to foreign countries and the supply of raw 
materials to large indigenous industries. The money 
supplied by the shroffs usually goes to finance the local 
movements of the staple crops from the fields to the 
markets. Funds may be taken from the banks to return 
the advances made to dealers by shroffs and in that way 
the two money markets come into contact with each 
other. When money is tight, the Presidency Banks will 
attract deposits for short periods by offering higher rates 
of interest and put up their lending rate at the same time. 
The rates are naturally high in the busy season and low 
when trade is slack thus the half-year ending 30th June 
witnesses higher rates than the other six months when 
there are po cropsto be moved. The following table 
gives the maximum and minimum rates during the four 
years, 1913-1916. 





















1913. 
( Pre-war 1914. 1915. 1916. 
year ). . 
j gla] q 
a a | & q 
= = P| a 





Bank of Bengal 
Bank of Bombay ... 
Bank of Madras... 





. Appendices to the Report of the Fowler Committee, page 70. 
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168. Reserve Treasury System.—While on this 
question of the bank rate in India, we may refer to the 
prolonged controversy which has raged round the reserve 
treasury system of Government and the artificial strin- 
gency which is alleged to be created by it. It is 
contended that by locking up crores of rupees in its 
treasuries the Government causes, in the busy season, 
&® scarcity of money, and a regular system under 
which loans may be made to the Presidency Banks 
during the time of monetary stringency, has been sug- 
gested. Government has granted such assistance from 
time to time, but it is naturally reluctant to develop 
it into a regular system which it will be bound to 
follow. 


This is a long-standing grievance of the banks and 
financiers in India, and it was accentuated by the fact 
that during the five years 1908-13 Government balances 
mounted unusually high and the Secretary of State having 
withdrawn a large portion of them, lent them to approved 
borrowers or deposited them with banks in London. So 
far as the question of a high bank rate in India and the 
reserve treasury system of Government is concerned, we 
do not think that having at their disposal crores of public 
deposits kept with them by Government, the Presidency 
Banks can reasonably complain against the reserve 
treasury system though we do not understand why Indian 
funds should be lent in England and should not be placed 
at the disposal of this country. 


In two Notes which he wrote as far back as 1888 and 
1899, on this subject, Sir James Westland put up a strong 
defence in favour of the existing system. He pointed out 
that there was no analogy between the position in 
England and that in India. In England, the diminution 
of the balance in the Bank of England by the whole 
amount it holds at the credit of the Exchequer would. be 
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a small tax upon the whole banking balance of the place; 
and secondly “the nexus between the Bank of England 
and the general available cash of thé country is infinitely 
closer than that which exists in the case of the Pre. 
sidency Banks.’* 


Now that banking is progressing rapidly in this 
country, the Presidency and other banks must stand on 
their own legs and not look up to Government for assist- 
ance every time. The fluctuations in the bank rate 
between the busy and the dull season are, no doubt, great, 
but Government have to conserve their resources in view 
of demands likely to be made upon their balances, and 
can not be expected to place them at the disposal of 
banks. The Government of India hold the view they 
laid down. in a letter written to the Secretary of: State in 
1900, viz. :— ’ 


“ Regarding the general danger involved in the 
financing of trade by the Government we have before 
us the words of Lord Salisbury’s Despatch of 6th May 
1875, ‘capital supplied by Government, and not re- 
presenting the savings of the community, is a resource 
on whose permanence no reliance can be placed, and 
which therefore tends to lead the trade into dangerous 
commitments.’ The warning conveyed in those words 
still holds good. The Presidency Banks have ex-: 
cellent reserves, it may readily be admitted. But 
those reserves could not, in the peculiar circumstances 
of India, be suddenly converted into cash, and it 

ems, therefore, undesirable that the account of one 
depositor, and that one, a Government exposed, as the 
Government of India is, in a most unusual degree, to 
sudden calls and emergencies, should occupy a -posi- 
tion of such dangerous importance.” tf 








*See Appendix II to Chamberlain Commission’s Report. 
{ Appendis I to the Chamberlain Commission’s Report. 
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In taking a review of his financial stewardship, 
Sir William Meyer observed in the Viceregal Council that 
one of the problems he had wished to tackle, had re- 
ference to the periodical money stringency which is a 
characteristic of the busy trade months of the year in 
India. As the policy of Government of locking up funds 
in its treasurers had been subjected to strong adverse 
criticism, the Secretary of State’s assent was obtained to 
a modification thereof and it was decided to make loans 
tothe Presidency Banks in times of stringency. Sir 
William had to face a difficult situation of financial strain 
caused by the war and he found it beneficial to deal 
liberally with the Presidency Banks. by keeping with 
them larger balances, leaving in -deposit, till actually 
required, the proceeds of public loans and avoiding the 
lock up of funds in the reserve treasuries.* 


But this does not solve the problem of periodical 
monetary stringency and of the lock up of funds in 
reserve treasuries, because in view of emergencies 
Government feels it desirable to maintain its own reserve 
and cannot rely upon the Presidency and other banks. 
We may expect the State Bank when it comes into being 
and the system of treasury bills tried during the war, to 
render the reserve treasuries superfluous and wasteful. 


169. Savings Banks.—Post Office Savings Banks 
have always provided people of the middle class with the 
convenience of a secure means of depositing their small 
savings, and they have been availed of by all those who 
did not care to speculate and run after higher rates of 








* Speech made in presenting the Financial Statement for 
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interest and dividend at the risk to the safety of their 
money. 


“Tn 1833 with the failure of the commercial houses 
of Calcutta, a Government Savings Bank was formed 
to afford to Europeans and Indians alike a means of 
investing their savings apart from the uncertain in- 
fluences of commerce. Until 1882-83 the business of 
the Government Savings Bank was conducted by the 
Presidency Banks in Calcutta, Bombay and Madras 
and by Government treasuries elsewhere. The Post 
Office took over the management of them from that 
date and in the first year of the existence of a Savings 
Bank under the control of the Post Office, a great 
change was manifest and Government had actually 
to take measures to prevent a too rapid increase in 
deposits. In 1911 the deposits, inclusive of interest, 
amounted to 17 crores, of which 1514 crores belonged 
to India.”’§ 


The deposits in the Post Office Savings Banks form 
the unfunded debt of the Government of India and are 
used by it for capital expenditure. Government is a big 
banker and it borrows and lends money. Its general 
balances are the source from which depositors are paid 
when they want to withdraw their money and on the out- 
break of the War there were heavy withdrawals which 
were all met from the balances. In 1914, Government 
offered certain additional facilitiesto depositors by raising 
the limit of the amount of their annual and total deposits 
as well as of their investment in Government securities. 
These facilities drew large deposits from the public, their 
total amount reaching 24 crores of rupees in 1914. 





§ Findlay Shirras, 
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The following are some important figures in connec- 
tion with Post Office Savings Banks :— 





. Balance of 

No. of lee. With- | Deposits (in- 
Depositors. |‘,. drawals, | clusive of 
of interest) interast) 


Year. 








No. (1,000) {Rs. (1,000)/Rs. (1,000)} Rs. (1,000) 
1900-01 816 3,90,65 | 3,50,97 10,04,33 
1905-06 1,116 5,50,06 | 4,91,50 19,99,26 
1907-08; 1,262 | 5,94,83 | 5,583,389 |  15,18,14 
1909-..0 1,379 | 6,00,21 | 5,36,90 15,86,72 
| 
| 








1911-12] 1,501 | 8,78,70 | 6,80,72 |  18,89,85 

1913-14; 1,639 | 11,60,37 | 9,04,76 | 23,16,75 

1915-16; 1.660 816,32 | 7,73,46 | 15,3212 

1916-17) 1,647 | 9,38,20 810,79 | 16,59,93 
| 











The normal growth of the deposits in the Post Office 
Savings Banks has been apparently arrested. The set- 
back received by them on the outbreak of the War, was 
only temporary, and if the amount of the deposits has not 
returned to the pre-war level, the cause is to be sought 
in the withdrawals by people for investment in war loans. 
The failure of joint stock banks in 1913, diverted the 
flow of money from them to the Postal Banks as 
Swadeshi banks had formerly attracted the savings of the 
middle class to themselves by their more attractive rates 
of interest. These tendencies will be found clearly re- 
flected in the figures given in the table above. 


The Presidency and joint stock banks have savings 
departments attached to them, and here there is an un- 
limited field which must be properly exploited. Small 
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savings of the people must be collected to finance trade 
and industries and thus to promote the economic develop- 
ment of the country. Co-operative credit societies are 
now tapping this source, as we shall show in the next 
chapter; and the general policy which Government has 
followed since the outbreak of the War in the matter of 
finance, will go a long way in teaching the people the 
habit of saving and lending. A special Post Office branch 
is tacked on to the public loans and contributions are re- 
ceived through the Post Office. The first attempt yielded 
about half a crore; and the cash certificates offered in the 
War Loan as also the opportunity given to contribute to 
other securities through the Post Office, isa step in the 
right direction.* 


170. State Bank.—We shall close this. chapter 
with a reference to a scheme which has been before the 
country for some time of a central or State Bank for 
India on the lines of the Bank of France, or the Reichs- 
bank. In India, note issue is a monopoly of the State while 
in other countries it is a right conferred upon one central 
Bank, or upon a few banks on certain conditions. The 
Government, therefore, has to perform here many functions 
which ordinarily fall within the province of a bank. The 
State has its reserve treasuries and ordinary treasuries, 
supplies the currency required for the m>vement of crops 
at different times and in different provinces, keeps its gold 
standard and currency reserves, meets Council bills and 
sells sterling drafts, borrows here and in England, and 


*\* We have further opened up new borrowing sources, and I refer here 
specially to the postal section of the last three loans and to the cash certificates. 
The former method of utilising the Post Office to get into touch with the small 
investor was introduced for the first time in 1915-16 when it gave us £ 4 million; 
while in 1916-17 it yielded a little less. But this year the postal section of the 
War Loan proiuced nearly £3 million, a larger sum than we raise i by ordinary 
methods in any year between 1907-08 and 1983-14; while the cash certificates 
will have given us in this first year of their issue about £6} million (gross) ® 
result exceeding those of any of our public loans before the present year.”== 
Speech of Sir William Meyer! n introducing the Financial Statement for 1918-19. 
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lends to approved borrowers out of its surplus balances. 
The relation of all these transactions and the ordinary 
transactions of the money market, must be very intimate, 
and it is maintained through the agency of the Presidency 
Banks. But it is felt that in the interests of trade and of 
the general public, it would be much better if Govern- 
ment transferred these functions to an independent 
bank, of course, carrying on its business, more or less, 
under its supervision and control. 


A scheme for the amalgamation of the three Pre- 
sidency Banks into such a Central Bank, was formulated 
so far ago as in the year 1867, but nothing further was 
done and the question formed the subject of discussion 
again i1. 1899 and 1900. Both the Secretary of State and 
the Government of India were favourably inclined to the 
idea, but it was temporarily abandoned as it was thought 
that the time was not propitious, and ‘ provincial and 
personal jealousies’ were also a cause of the abandon- 
ment of the scheme. It was revived thirteen years later 
and came up for consideration before the Chamberlain 
Commission. But the Commission declined to express 
any definite views on it and to make any recommendation 
about it. Mr. J. M. Keynes, one of its members, drew up 
an exhaustive Note dealing with the proposed Central 
Bank and attempted to show how such a Bank was not 
only desirable but also perfectly feasible. He has given 
an outline of the constitution and functions of an Indian 
State Bank and discussed arguments in favour of and 
against it. 

Expert opinion on this question seems to be divided. 
Some do not think that one bank, however large it may 
be, will be able to satisfy the needs of such a continent 
as India, and they would like the three Presidency Banks 
to continue. They feel that what is wanted is only a suit- 
able adjustment of the existing machinery to the growing 
requirements of the country. They apprehend a danger 
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in this ‘placing all the eggs in one basket’ and are not 
sure that the position of Government will be improved 
with a central bank rather than without one. What is 
wanted, they urge, is not a concentration of banking but 
more Indian banks conducted by Indians.* There is 
much truth in this view, but we do not disfavour the idea 
of a Central Bank provided the interests of the public are 
properly safeguarded and the economic development of 
the country is promoted thereby. 


In fact, the need of a large central State Bank is 
being more keenly felt every day. With the expansion 
of the paper currency and of the foreign and internal 
trade of the country, the importance of properly organi- 
zing India’s financial strength has become very great. The 
Gold Standard and Paper Currency Reserves have grown 
enormously and have been invested in London. The 
time has, therefore, come when a large State Bank must 
be started in India either by the amalgamation of the 
Presidency Banks or independently of them. The State 
Bank will in no way retard the development of the 
ordinary banks; on the contrary, the position of such 
banks will be more secure with a central bank to support 
them. There is enough capital in India to finance such 
a bank; and through its branches it will keep in touch 
with the trade of the different provinces. It will likewise 
take up exchange business and many of the difficulties 
which Government experiences in this connection, under 
existing conditions, will disappear. 


IZ7i. India’s Banking Needs :—After the des- 
cription we have given so far of the condition of banking 
in India, it is not necessary to repeat that the need of 
expansion in this connection is urgent. With respect to 
banking facilities and the amounts handled by banks, 
there is no comparison between the position of India and 
that of western countries. The total aggregate deposits 


* See Wabb’s “ Advance Iadia.” 
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of British banks, exclusive of the Bank of England, at the 
end of 1915 were £ 1,271,000,000, and including the 
Bank of England, £ 1,433,000,000. Atthe end of 1914, 
the corresponding amounts were £ 1,167,000,000 and 
£ 1,322,000,000, while at the end of 1913, the deposits 
and current accounts of the joint stock and private banks 
were & 1,070,000,000 and, if the deposits of the Bank of 
England are included, © 1,420,000,000. Several English 
banks have, each of them, deposits larger in amount than 
the total deposits of all the Indian banks put together ! 


While the deposit per head of the population in Eng- 
land is above Rs. 470, the corresponding amount in India 
can not be put at a higher figure than Rs. 5. The follow- 
ing tales will be found instructive :~- 


Population of areas served by the Presidency Banks and 
the per capita deposit in each Bank. 





Total popu-| Total Deposit 


lation of | private 
Name of Areas served by the Bank . + |per head 
Bank. ( Head office and branches ). me nea ie | piace of popu- 
| iatiog. 


census.* | in 1916. 


ee ed SF A ES EE A EY Re AS Ga Meee ae A ACS otetie 





| (1,000) | (1,000) 


Bank of| Bengal, Burma. Assam, 206,288 /21,43,61 | 1°04 
Bengal |Bihar and Orissa, Central 

Provinces, United Pro- 

vinces, Punjab, Delhi, 

North-West Frontier Pro- 

vinces, and the Hydera- 

bad State. 


Bank of| Bombay Presidency in-| 33,186 |13,67,09 | 4°13 
Bombay oeine Sind, Berar, and 
ndore. 


Bank of} Madras Presidency and| 52,023 | 9,60,17 | 1°85 
Madras |Mysore. 





* The figures refer to census of 1911 and include the population of Native 
ye eituated withia provincial boundaries. 
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Deposits in Banks in India. 







Presidency | Exchange 
Banks Banks 
and (Deposits in 

Branches. | India only). 


Indian 
Joint-Stock| Total, 
Banks. 


Year. 
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(1,000) | (1,000) | (1,000) | (1,000) 
Thirty years ago (1888)| 9,77,12 | 4,16,60 | 1,14,86 | 15,08,58 
Twenty years ago(1898)|15,92.10 |10,15,31 | 5,38,19 | 31,45,60 


Ten years ago (1906) ...130,52,93 |18,08,73 |11,55,49 | 60,17,15 


1907 gg aso B1,47,04 |19,17,01 [14,00,29 | 64,64,34 
1908 ,.31,87,32 |19,51,52 |16,26,09 | 67,64,98 
1909 ...(35,84,79 |20,27,42 |20,49,10 | 76,61,31 
1910 .«.{86,58,01 |24,79,17 |25,65,85 | 87,038,083 
1911 ...(38,58,29 |28,16,90 |25,29,11 | 92,04,30 
1912 ...40,11,48 |29.53,62 !27,25,98 | 96,91,08 
1913 ,./42,37,16 (31,03,54 |24,10,34 | 97,51,04 
1914 ...45,65,60 |30,14,76 |18,37,12 | 94,17,48 
1915 ...43,49,96 |83,54,56 |18,78,64 | 95,83,06 
1916... =... 49,9145 [88,03,88 (25,72,28 |1,13,67,51 


a ee 

172. Sammary.—Banking has always been regard. 
ed in this country as an honourable and lucrative profes- 
sion, and bankers have occupied a high status in society, 
Rulers borrowed from the banking houses funds to carry 
on wars on the security of their revenues. Banking was 
often hereditary in certain families. They financed the 
trade of the country and sold drafts or Aundies. They 
took deposits and gave loans, small and large. Besides 
these big bankers and banking houses, the Pedhies, money- 


346 INDIAN ECONOMIOS. 


lending was and is carried on by Banias, Mahajans and 
Saraphs. The latter dealt in precious metals and advanced 
monies on solid security, They were money changers as 
well as money-lenders. Most of the financiny of the trade 
and industries of the country is still in the hands of this 
class of banker and money-lender, and those occupying 
high status among them are steadily adapting themselves 
to the modern conditioas in the midst of which they live. 


The indigenous banking houses and bankers are thus 
rendering a valuable service to the people, and modern 
banking is only a growth of the last hundred years, 
peculiarly marked during the last generation. This bank. 
ing was nitiated by the Agency Houses of Calcutta and 
the Presidency Banks of Bengal, Madras and Bombay. 
These enjoyed the rigat of note issue, which became a 
monopoly of Government in 1862. At first, the State 
contributed to the capital of the latter Banks and was 
represented on their boards of directors. In 1874, Gov- 
ernment, which used to keep all its balances with the 
Presidency Banks till that tims, found it necessary to 
establish the ‘independent treasury system’ on account 
of the difficulty it experienced in withdrawing a part of 
its deposit at the Bank of Bombay when it badly wanted 
the money. The Presidency Banks Act was passed in 
1876 which regulates the relations between these Banks 
and the Government. 


This Act imposes certain restrictions on the opera- 
tions of the Banks in view of the advantages they are 
allowed to enjoy. They can use public funds up to a 
specific limit without having to pay interest on them and 
also receive stated remuneration for the services they 
perform for the State. The Banks cannot borrow outside 
India and cannot deal in sterling bills. The conditions 
on which they may lend are also laid down. Government 
does not interfere with them further than this and in all 
other respects they are like any other private banks, The 
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Presidency Banks finance the internal trade of the country 
and their deposits have grown considerably within the 
past few years. 

The Exchange Banks, whose operations cover the 
further East along with India, receive deposits in India as 
well as outside and monopolise the financing of the foreign 
trade of the country. [hey purchase sterling bills drawn 
by exporters of raw materials and use the funds realised 
from them in London to buy the drafts sold by the Secre- 
tary of State for India who thus receives the money re- 
quired to make his annual disbursements. The Exchange 
Banks also sell drafts on London for those who wish to 
make remittances and import sovereigns when this is more 
profitable than bringing funds by means of Council drafts. 


Joint stock banks are few and small and area growth 
of the last few years. They were able to attract deposits 
by the prospects they held out of high rates of interest 
and people of the middle class entrusted them with their 
savings. This mushroom growth was the result of the 
industrial boom of 1905-6 but the banks were not properly 
managed and their funds were locked up so that the assets 
could not be easily realised. Their position was unsound 
from the business point of view, and in 1913 and 1914 
about fifty of the newly started banking concerns came 
to grief. The bank failures entailed loss and misery upon 
thousands, but they taught a lesson in banking manage- 
ment. The habit of saving and banking is steadily grow- 
ing in the country, and more banks are 1equired for 
financing the trade ani industries of the country and 
utilizing cash that otherwise would lie idle. The steady 
increase in the deposits in the Postal Savings Banks is an 
indication of the popular tendencies which were also 
visible in the prowth of joint stock banks. 

Th? country has not got land and agricultural banks 
to help the land-owners and cultivators whose credit is 
small aud who have to borrow from the village sowkar at 
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exhorbitant rates of interest. Co-operative credit societies 
are doing good work in this direction but the field to be 
exploited is vast. The industries of the country also 
require special banking institutions to finance them. 
Peculiar facilities have to be given to agriculturists and 
manufacturers and ordinary banks are not calculated to 
suit their purpose. With the backing of the State, many 
such banks may be started with advantage to all concerned. 


The bank rate is, of course, determined by the condi-— 
tion of the money market at any given time, but there is 
a complaint in India that the Government locks up large 
amounts of money in its reserve treasuries at a time when 
demand for accommodation is keen and thus the bank rate 
goes up to the inconvenience of the public. The Govern- 
ment of India has always held that the system complained 
of is absolutely sound and beneficial and that it must have 
an independant reserve on which it may be called upon to 
draw at any time. 

The Government of India and the India Office are 
themselves big banking institutions, borrowing and lend- 
ing vast sums every year. It is suggested that this bank- 
ing work should be entrusted to a separate banking 
concern, & central bank, to be conducted on the lines of 
the Bank of France or the Reichsbank of Germany. The 
amalgamation of the Presidency Banks for this purpose 
was proposed, but after prolonged discussion the idea was 
given up. It was revived before the appointment of the 
Chamberlain Commission which did not, however, specifi- 
cally consider the question and further discussion was 
stopped by the War. Competent men have ‘taken opposite 
sides on the question. While some think that it would be 
advantageous for the Government to hand over its bank- 
ing business toa Central Bank working under certain 
restrictions, others hold that this change of policy would 
be full of risk.and would spell disaster. The matter stands 
there for the moment. 


Chapter XIII, 


THE CO-OPERATIVE MOVEMENT. 
REFERENCES. 


Henry Wolf : People’s Banks; Mr. Caird’s report on the Economic 
Condition of India ; Reports of the Famine Commissions; Report of the 
Deccan Riots’ Commission ; Correspondence respecting Agricultural 
Banks in India; F. A. Nicholson: Report regarding the institution of 
Land and Agricultural Banks inthe Madras Presidency, 1895 ; Report 
of the Committee on the establishment of Co-operative Credit Societies 
in India ; J.R. Cahill: Report on Agricultural Credit and Agricultural 
Co-operation in Germany ; Provincial Reports on Co-operative Societies 
in India ; Government of India's Resolution of 1914 on Co-operation; 
Maclagan Committee’s Report on Co-operation; Statements showing pro- 
gress of the Co-operative Movement in India during the year 1916-17. 

173. Principle of Co-operation.—Competition, 
specialization and concentration are three chief features 
which characterise the modern organisation of industry. 
They have led to production of wealth upon a vast scale, 
to increased efficiency, to reduction in cost of produc- 
tion and to the cheapening of products. The advantages 
of the new system are undeniable. But it has brought in 
its train a number of evjls and it is not an unmixed good. 
Thus competition entails hardship upon the weak and the 
backward, specialisation tends to turn the human being 
into a mechanism, and concentration creates a powerful 
class of.capitalists and employers. The disadvantages of 
the factory system are patent and an effort is being made 
to minimise them in various ways. One of the ways of 
achieving this end is co-operation. 


* 


There is co-operation of a sort in all departments of 
life and even in modern industrial organization, and it is 
also compatible with competition. Employers and work- 
men co-operate, and no wealth can be produced without 
the co-operation of the agents of production. 
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“Co-operation in its technical sense, however, 
means the abandonment of competition in distribu- 
tion and in production. In distributive co-operation, 
the customers who are members of the co-operative 
societies select one of themselves as manager of the 
store and share any resulting profit. As they are ex- 
pected to make no purchase elsewhere, there is no com- 
petition. Such co-operative stores are found princi- 
paliy in Great Britain. They have never flourished in 
America because they have been unable to supply the 
commodities as cheaply as the great departmental 
stores. In productive co-operation the object is to eli- 
minate the capitalist and to remove competition be- 
tween the workmen. The labourers elect one or more 
of their number to control the enterprise, and divide 
amoug themselves the gains.”* 


The principal object of co-operation, therefore, is to 
eliminate the middleman, the employer, andthe capita- 
list. Workmen and consumers form themselves into 
groups and create a power by means of combination 
which, as individuals, they do not possess. The profits 
which are taken away by the middleman, the capitalist 
and the employer, can then be divided among the mem. 
bers of the groups; and they rejoice in asense of indepen- 
dence. Some enthusiasts have unbounded faithin the 
principle of co-operation which, they think, will charac- 
terise and ought to characterise the economic organiza- 
tion of the future as it will remove many of the evils as- 
sociated with the existing regime. They see in co-opera- 
tion an economic and even a moral force of great poten- 
tiality which will prove the salvation of modern society, 


174. Advantages of Co-operation :—Take co- 
operation for purchase and sale as an example. The agri- 
culturist or craftsman who wants to buy seed and manure 
or raw material, is at the mercy of the money-lender who 
is seller and capitalist rolled into one. The agriculturist 








* Seligman ; Principles of Economics. 


ADVANTAGES OF CO-OPERATION. 351 


or craftsman has no choice inthe matter of quality and 
price and has to submit meekly to the terms of the money- 
lender. If a number of agriculturists or craftsmen, how- 
ever, combine for the purpose of purchase, they can buy 
on better terms, as regards quality and price. Similarly 
in the matter of sale. Societies formed for this purpose, 
can wait till they obtain better prices for the goods to be 
sold, and the producers need not offer their produce for 
what it will fetch. When the cultivator is in need of 
money he is content with any price the merchant, who is 
often his creditor, will give him, but a co-operative so- 
ciety will make advances to its members and will try to 
secure for them the best prices obtainable. 


An individual who wants capital for the ordinary 
conduct of his business has not much credit, and the 
money-lender, therefore, charges him a high rate of in- 
terest. He has no security to give and the common bank 
cannot deal with small men like him. A society of such 
individuals, however, may command, on the joint security 
of its members, better credit in the market and by orga- 
nization and self-help, they may capitalise their honesty. 
When the element of risk is eliminated from the amount 
charged for loans, the rate of interest naturally goes 
lower and the debtors benefit to the extent of the 
margin. 

A desire to eliminate the middlemen and to be self- 
reliant, teaches thrift and men learn to lay by and create 
capital. In co-operation the moral gain is as great as the 
material, and it elevates the masses by making them res- 
pect themselves. The advantages claimed for co-opera- 
tion may appear to be exaggerated, but where the prio- 
ciple has been properly imbibed, the benefit is real and 
lasting. We are told that as an effect of co-operation, 


- “The idle man becomes industrious, the spend- 
thrift thrifty, the drunkard reforms his ways and he- 
comes sober, the haunter of taverns forsakes the inn, 
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the illiterate, though, a grandfather, learns to read and 
write. It sounds like a tale from wonderland, yet it 
is all sober fact.’’* 


The Maclagan committee on co-operation sums up its 
nature and benefits in the following words :— 


“The theory of co-operation is briefly that an iso- 
lated and powerless individual can, by association 
with others and by moral development and mutual 
support, obtain in his own degree the material advan- 
tages available to wealthy or powerful persons, and 
thereby develop himself to the fullest extent of his 
natural abilities. By the union of forces material ad- 
vancement is secured, and by united action, self- 
reliance is fostered, and it is from the interaction of 
these influences that it is hoped to attain the effective 
realization of the higher and more prosperous standard 
of life which has been characterized as ‘better busi- 
ness, better farming and better living’.’’T 

The progress made by the co-operative movement in 
India during the short space of a few years, has been 
characterized as ‘phenomenal.’ Co-operation in India is 
mainly directed towards the supply of cheap credit. The 
number of societies formed for the purpose of sale, pur- 
chas3 or production, is comparatively very small. The 
movement is going forward by leaps and bounds and the 
number of societies in the whole of India had, by 1917, 
increased to 23,036, the number of members to 10,45,425, 
and the working capital to Rs. 12,22,92,180. Compared 
with Germany and Italy, these figures are extremely low, 
but the movement iu India is only a few years old, and 
the progress made in the first stage of its development, 
has been unequalled in any other country. 


175. The Problem in India.—The co-operative 
movement in India owes its inception to the failure of the 
attempts made by Government for more than a generation 


Henry W. Wolff: People’s Banks. 
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to cope with the serious problem of the deep-seated pover- 
ty and growing indebtedness of the cultivators who con- 
stituted the bulk of the population.* (1) With the estab- 
lishment of peace and orderly Government under British 
rule, the population of the country steadily increased. (2) 
The new form of revenue, judicial and police adminis- 
tration, as also the economic evolution which went on 
slowly but surely in the country, disorganized the old so- 
cial and industrial system. (3) The new laws and the 
systematic execution of the decrees of courts altered the 
relations between debtors and creditors to the disadvant- 
age of the former and strengthened the position of the 
latter.* (4) The rigidity of the system of land revenue 
collection and the facility with which lands could be 
mortgaged to sowkars, drove the rayat deeper and deeper 
into the mire of indebtedness. (5) The growing depend- 
ence of the people on agriculture as the means of sub- 
sistence, which arose out of the decay of indigenous in- 
dustries, intensified this evil. (6) The exhaustion of the 
soil went on apace, and no capital could be put into it if 
the land remained in the hands of the rayat, and farming 
could not be efficient, if it passed into the hands of the 
money-lender. (7) Periodical droughts and famines caus- 
ed enormous losses and grave misery to the cultivators 
and rendered them more resourceless and dependent. (8) 
A kind of material and moral depression seemed to brood 
over the mass of population; and to diagnose and find 
remedies for the disease became the most urgent problem 
that confronted the people and the State. 


This is the impression which is left on one’s mind by 
a perusal of the reports of committees and commissions 
which have investigated the problems of Indian famines, 
the rayat’s indebtedness and poverty and the nature and 


* “The pressure on the means of subsistence is rendered more severe by the 
moral disorganization produced by lawe affecting property and a not adapted 
to the condition of the people.” —James Caird. 
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effects of the system of land revenue prevalent in the 
country. For thirty-five years before the passing of the 
Co-operative Societies Act of 1904, Government consider- 
ed the problem from time to time, and tried a number of 
palliatives, all of which have been pronounced as failures. 
It granted takavi advances to cultivators, passed Agri- 
cultural Loans and Land Improvement Acts, moderated 
the rigour of the law in favour of the agricultural debtor, 
and sought to restrict the power of the latter of alienat- 
ing his land. But these remedies did not go to the root 
of the disease and consequently there was no improve- 
ment. Recurrent famine and scarcity focussed attention 
upon the evil and rules were made for mitigating the 
rigour of the collection of land revenue. At last cos 
operation came to be regarded as the sovereign remedy, 
and in 1904 an Act was passed launching the movement 
Anto existence. 


176. Failure of Early Efforts.—A system of ad- 
vances to agriculturists from the treasury of the State had 
been in vogue from the commencement of British rule in 
India and the various regulations connected therewith 
were consolidated by Act 26 of 1871 amended by Act 
21 of 1876. The object of this Act was:— 


“To define the purposes for which it was held to 
be legitimate to place a charge on the land, as secu- 
rity for the repayment of advances made by the State, 
to enable improvements to be carried out, and to give 
the Government a preferable claim on the land for 
such repayment.’* 


After eleven years’ experience, it was universally 
admitted that the Act wasa failure. The defects in the 
Act which were responsible for the failure, were sought 
to be remedied by Act 19 of 1883, the Land Improvement 
Loans Act, and an endeavour was also made to encourage 





“© Femine Commission's Report, 2889, 
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the application of private capital to land.. This act was 
followed next year by the Agriculturists’ Loans Act (12 
of 1884). . 


“Under the former Act, money is advanced for 
specific purposes of land improvement, and under the 
latter, for seed, cattle, and other miscellaneous agri- 
cultural purposes. But the objects of the two Acts 
‘are closely connected, for it will often be the case that 
in order to make efficient use of his improvement the 
cultivator will find it necessary to provide himself 
with cattle and manure, well-gearing and the like, if 
not with seed.”’t 


It is not necessary to refer in this place to the views 
expressed by the Deccan Riots Commission in 1876 or to 
the Deccan Agriculturists Relief Act passed in 1879 
which created a special machinery for inquiring into and 
adjusting disputes between money-lenders and cultivators 
and empowered courts to go behind the contract between 
the two, to cut down interest to reasonable proportions 
and to allow the debtor to pay off the debt by easy in- 
stalments. Experience of nearly 35 years of the opera- 
tions of the Act is disappointing and there is a wide. 
spread impression that it must go. While the debtor is 
seeking to take full advantage of the provisions of the 
Act, the creditor is too shrewd a person to lend under 
conditions which will inflict a loss upon him. It is believ- 
ed that the Act has had a demoralising effect upon credi- 
tors and debtors alike, anda Committee of inquiry ap- 
pointed by the Government of Bombay, has suggested 
certain important modifications of the Act. 


What could not be achieved by the kind of measures 
described above, it was believed, could be accomplished 
by:the establishment of agricultural banks, and the sub- 
ject was much discussed in the eighties of the last cen- 
tury. The position is well summed up in a despatch on 


t Report of the Indian Irrigation Commission. 
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the subject sent by the Government of India to the Secre- 
tary of State, dated 31st May, 1884, thus :— 


“The utility of similar institutions in Europe, 
America and Australia is well known to your Lord- 
ship, and we understand that in the British Colonies 
especially the progress of agriculture and the various 
enterprises connected therewith, have been much ad- 
vanced by the monetary assistance thus afforded to 
the cultivating and land-owing classes. There are 
indications that India, no less than the countries to 
which we have referred, suffers from want of loanable 
capital. The rate of interest is extremely high even 
where the security is of the best description, the agri- 
culturist when in need of money for the most prudent 
purposes, has to pay so dearly fora loan that it ab- 
sorbs the profit of his business. The Deccan Ryots 
Relief Act, the Jhansi Encumbered Estates Act, and 
other similar measures of an exceptional character 
have tended to relieve the peasantry in some localities 
of a hopeless load of debt; but they have not enabled 
the thrifty and industrious cultivator to obtain 
money for agricultural purposes on easier terms or 
more equitable conditions. We have endeavoured to 
meet this need in respect of loans for land improve- 
ment but this is not sufficient. The cultivator re- 
quires money from time to time for other purposes, 
and it has been found that if he can only borrow for 
one particular object from the Government, he prefers 
to deal entirely with the money-lender who will lend 
for all purposes. Whatis wanted, therefore, is a pri- 
vate bank which will in a measure take the place of 
the village usurer, but which will at the same time be 
bound by the articles of its constitution to restrict its 
dealings to the more solvent cultivators and to supply 
capital at comparatively easy rates and on equitable 
conditions.” 


A number of public spirited men in Poona and Bom- 
bay and also Gujarat, were prepared to make an experi- 
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ment in this direction, andthe Purandar_ Taluka of the 
Poona District was selected for the purpose. A corres- 
pondence ensued on the question of the details of the 
scheme between the Poona Committee, the Government 
of Bombay, the Government of India and the Secretary of 
State. The late Sir William Wedderburn took a very 
keen interest in the matter, and on 19th October 1883, read 
@ paper on the question at a meeting of the Manchester 
Chamber of Commerce. Good fortune seemed to smile 
onthe scheme and the authorities in India, Provincial 
&@nd Supreme, were propitious. But in his Despatch of 
23rd October, 1884, the Secretary of State raised a number 
of difficulties, making out the bank scheme to be an un- 
sound and impracticable project. Here the discussion 


practically ended and nothing further was done in the 
matter. 


17%. Beginning of Co-operation.—The Famine 
Commission of 1901 reviewed the efforts which had been 
made in the direction of granting loans and relief to the 
agriculturists and suggested that the only effective remedy 
lay in the establishment of agricultural or village banks 
of the Raiffeisen type which would carry on their opera- 
tions strictly on the co-operative principle. A_ similar 
conclusion had been already reached by Sir Frederick 
Nicholson of the Indian Civil Service in his comprehensive 
and instructive report submitted to the Government of 
Madras in 1895. 


“In this report he described the systems of co- 
operation in force in European countries and examin- 
ed their applicability to Indian conditions. While it 
was under consideration, a volume entitled ‘ People’s 
Banks for Northern India,’ was published by Mr. Du- 
pernex I.C.5S., and a few small experimental societies 
were instituted by Mr. Dupernex and other officers in 
different parts of India. So long, however, as the 
transactions of these societies were governed by the 
complicated provisions of the Companies’ Act, it was 
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impossible to expect much progress and a Committee 
was, therefore, appointed by Lord Curzon in 1901, 
under the Presidency of Sir Edward Law, to report on 
the action necessary for the establishment of co- 
operative societies on a proper footing. The Committee 
had the benefit of the advice of Mr. Henry Wolff, the 
leading authority in England on the subject, and as 
a result of its recommendations a Bill was introduced 
in the Legislative Council by Sir Denzil Ibbetson and 
was subsequently passed as Act X of 1904.’’* 

As co-operative credit in India is mainly intended to 
assist the agriculturist, it is matural that co-operative 
credit societies in this country should mostly be of 
Raiffeisen type. The chief features of the Raiffeisen 
banks ere ‘ (1) limitation of area, so as to secure mutual 
personal knowledge on the part of members; (2) low 
shares ; (3) permanent indivisible reserve fund; (4) un- 
limited liability of members ; (5) loans only for productive 
or provident purposes ; (6) loans only to members; (7) 
credit for relatively long periods with facilities for re- 


payment by instalments; (8) the determination every 
year by the members of each society of the maximum 


credit that may be held by individual members at any 
time as well as of the maximum total of saving deposits 
receivable and of loans that may be taken up by the 
society ; (9) absence of profit-seeking, dividends if paid 
being usually limited, as a maximum, to the rate of 
interest paid by borrowers for loans; (10) office-holders, 
with the exception of the Secretary, not paid for their 
services; (11) promotion of the moral as well as the 
material advancement of members, and, in particular, the 
purchase of agricultural requisites for sale to members 
and often the procuring of agricultural machines and 
implements for letting on hire to members.’ 


These features of the village bank are calculated not 
only to supply the cultivator with cheap credit but to 


* Government of India's Resolution on Co-operation: in India, 1924. 
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teach him to combine with his fellows for common in- 
terests, to practice thrift, to make productive use of his 
resources and to build up his economic prosperity on the 
foundation of self-help. 

“It is not merely cheap and facile credit that is 
required: it is a credit which must indeed be cheap 
and facile in that it shall ever be at hand but it must 
be credit which shall only be so obtainable that the 
act and effort of obtaining it shall educate, discipline 
and guide the borrower; it should be granted to those 
who have learned to think, to plan, to save; the 
method of providing it must teach the lessons of self 
and mutual help, and suggest the extension of those 
lessons to matters outside of mere credit; it must be 
safe not merely in eliminating the dangers of usury, 
but in being controlled, heedful and productive.”’ ¢ 

Credit societies, started and conducted on the princi- 
ple of another German philanthropist and zealous organ 
izer, Schulze-Delitzsch, are intended for the benefit of 
urban people-—unlike the Raiffeisen banks which serve 
the rural population—artisans, small traders and profes- 
sional classes. The founder of these societies also believ- 
ed in thrift, self-help and solidarity but as he dealt with 
the urban population, his banks assumed a more business- 
like and less altruistic form. Schulze-Delitzsch banks 
raise funds by shares as well as by deposits, and the 
liability, as in the case of the other kind of bank, is not 
unlimited. A considerable part of profits is distributed 
as dividend on the paid up portions of the shares. Loans 
are granted for short periods and all services are paid. 


The area covered by the operations of these banks is 
larger and the banks have generally an air of commercial 
and profit-seeking enterprise. Dependence on personal 
security, formation of character, rendering of mutual help, 





+ Sir F. Nicholson’s Report. 
* See A Manual of Co-operative-Societies in the Bombay Presidency by 
Mr. R. B. Bwbaak. 
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exercise of vigilant supervision of the use of loans, pro- 
motion of moral restraints, of public spirit and of a feel- 
ing of solidarity, ate of the very essence of the co-opera- 
tive movement and these are the characteristic features 
of the rural banks. The two types of popular banks 
appeal to two different sets of people, living in different 
environments and having different habits and needs. 
Hence the difference between the constitution and work- 
ing of the two kinds of banks. 


178. Co-operative Societies Act.—When the 
co-operative movement was launched with the Act of 
1904, it was regarded as an experiment, and Government 
was anxious to steer clear of two extremes viz. (1) undue 
interference and control and patronage on the one side 
and (2) /aissez faire on the other. A Government officer, 
called the Registrar, was appointed for each Province to 
dry-nurse the infant movement and to be its guide, friend 
and philosopher as it steadily grew. Certain concessions 
were given to the societies by the State, and their profits 
and operations were exempted from the income tax, stamp 
duties and registration fees. The societies were likewise 
to be assisted with State funds in the initial stages of its 
development on certain conditions. 


The progress of the movement was encouraging, and 
it was found that the Act of 1904 was inadequate to meet 
the growing requirements of the development: (1) That 
Act applied to societies for the purpose of co-operative 
credit only, and not to co-operative societies of other 
kinds, such as those established for production or distribu- 
tion, and (2) to unions of societies in larger bodies so as 
to secure a large measure of non-official inspection and 
control and to facilitate the raising of funds. (3) The 
Act classified societies according as they were ‘urban’ or 
‘rural’ and the principle was laid down that as a. general 
rule societies should be with unlimited liability. This 
distinction was found to be artificial and inconvenient, 
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and it was proposed to recognize the distinction between 
societies with limited and those with unlimited liability 
while retaining the principle that agricultural societies 
must, as a general rule, be with unlimited liability. (4) 
The Act did not contemplate that societies with unlimited 
liability should distribute profits. While not encouraging 
this practice of distributing profits, the amending bill of 
1911 proposed to legalise it. A new Act, the Co-operative 
Societies Act, was passed in 1912 (No. II of 1912) embody. 
ing changes found necessary by seven years’ experience, 
as indicated above. 


Two years later, Government came to feel that the 
time had come to inquire if the co-operative movement 
was proceeding along lines economically and financially 
sound. ‘A committee was, ‘therefore, appointed with Sir 
E. D. Maclagan as President, and it was instructed to 
direct its enquiry to “an examination of such matters as : 
the constitution and working of Central and Provincial 
Banks, the financial connection between the various parts 
of the co-operative organization, the audit, inspection 
and management of all classes of societies, the utilization 
of the reserve and the manner in which reserve funds 
should be exhibited in the annual accounts.” From the 
report of the Committee one gets a clear idea of the posi- 
tion of the co-operative movement in India, the nature of 
its organization, its strong and weak points and the 
directions in which reform is needed. 


Co-operative organization has for its foundation 
primary societies, agricultural and non-agricultural, credit 
and non-credit. A number of these societies may be 
grouped into guaranteeing unions as an intermediary 
between the primary bodies and the central bank. If all 
societies in a district are closely associated with the 
central bank, there will be a large-apex bank at the head 
of each Province, to balance the excesses and deficiencies 
in central banks and to supply them with ‘the necessary 
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funds. All the different limbs of this co-operative 
organism must be strong and healthy and capable of per- 
forming efficiently the duties entrusted to them if the 
movement is to make satisfactory progress. A clear idea 
of the existing organization of co-operation in India may 
be obtained from the summary of the report of the Mace 
lagan Committee we give in a later part of this chapter. 


179. The Present Position :—The success which 
the co-operative movement has achieved so far, must be 
regarded as quite satisfactory. And the following statis- 
tics will be found instructive :-— 

I. Co-operative Societies in India. 

















1906-07 | 1909-10 | 1912-13 ! 1915-16 1916-17 
Central ( including 
Provincial Banks 
and Unions) ... 14 32 251 605 757 
Agricaltural(includ- 
ing Cattle Insur- 
ance and Re-in- | 
suranae Societies) 740 3,145 11,382 18,051 21,070 
Non-agricultural ... 89 321 691 | 1,019 1,209 
Total... 843 3,498 12,324 19,675 23,036 








II. No. of Members. 








Central ( including 
Provincial Tt 
and Unions) . 2,774 37,40 29,780 §3,078 84,141 


icultural(includ- 
af oe 
54,469 _1,65,560 4,67,378 | 7,137,163 7 ,84,576 
anced eel 33,601 61,398 76,378 | 1,48,195 176,708 
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Total ..| 90,844 2,30,698 | 5,73,536 | 9,138,436 | 10,45,425 
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III. Working Capital. | 















8. 
Share capital paid 
86,19,793 |1,77,69,879| 2,12,¢3,395 


up ese = weal 555,805 | 23,08,342 


Loans and deposits 
at end of year 
from Members...| 5,76,025 | €5,33,317| 93,54,645| 67,37,579]  79,00,585 


Loans and deposits 
at end of year 
from individual 
Non-Members ...| 6,56,092 | 34,82,691 |1,33,62,788 |3,35,33,561| 3,88,37,186 


Loans and deposits 
from Societies ...} 2,40,425 | 30,m,106 [1,93,61,345| 26,139,925 32,29,597 


Loans and deposits 
from Provincial 
and Central Banks 3,31,27,874| 4,01,72,550 

Loans and deposits 
from Government] 2,84,738 | 7,21,775 


Reserve Fund... 58,598 3,36,451 


11,27,547 15,98,705 | 17,24,859 
16,08,143; 78,79,626| 92,046,138 


Total ...| 23,713,683 |1,¢3,97,682 |5,34,34,261/1032,67,149| 12,22,92,180 








It will be seen from the above statistics that the 
amount of the working capital of the societies is increas- 
ing only a little faster than the number of members and 
the average is Rs. 117 per member. The average number 
of members is less than 46 per society and this is attri- 
buted to the increasing proportion of small agricultural 
societies. The average capital per society is only Rs. 5,309. 
The bulk of the societies are credit institutions and the 
number of those dealing with production, sale and purchase 
&c., is extremely small. 


But it may be asked, to what extent has the problem 
of the indebtedness of the rayats, which the co-operative 
movement was started to tackle, been solved ? When this 
test is applied, it will have to be admitted that only the 
fringe of that problem has yet been barely touched. The 
economic advantage co-operation confers upon the culti- 
vator or the craftsman is patent ; and the benefit of cheap 
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credit to agriculture has been acknowledged. But what is a 
working capital cf one or two crores of rupees, for ins- 
tance, of the societies in the Bombay Presidency, to its 
population and its needs ? It appears that for the solution 
of the agrarian problem reliance ought not to be placed on 
co-operation alone. It is not a panacea for all economic 

ee other evils and it has its limitations. In Germany 
where co-operation has proved such a signal success, 
besides people's banks, there are several important agencies 
through which land-owners, both large and small, obtain 
long-term mortgage credit.* The resources and operations 
of these Land Mortg:ge Credit Associations, the Mortgage 
Credit Banks, the Joint Stock Mortgage Banks, the 
Savings Banks, the Land Improvement Fund and Annuity 
Banks and so forth, are on a colossal scale. tf 


In India very little has been done in this direction 
and if the co-operative movement were to grow four times 
as large as it is at present, even then, not much im- 
pression will have been produced on the situation, 
Inquiries made into the economic condition of the rural 
population in different parts of the country, shows that 
cultivators and craftsmen are everywhere sunk in the 
mire of indebtedness and the problem of uplifting them is 
very urgent. We believe in co-operation and in its educa- 
tive, elevating value. But even those who appreciate 
the importance of the movement and are working to help 
on its progress, feel that more comprehensive and varied 
efforts must be made to raise the mass of the people to 
a highér economic and moral status. The Government’ 
must directly encourage the establishment of mortgage, 
land and agricultural banks and must, for this purpose, 
place funds at the disposal of such banking enterprise. 
Crores of India’s Reserves which are lent in England, may 








*See J. R. Cahill’s Report on Agricultural Credit and Agricultural Co- 
operation in Germany. 


¢ See Principles of Rural Credits by James B. Morman. 


THE PRESENT POSITION. 365 


be made available in this country. In France, Ireland, 
Japan and other countries such State help is given to 
agriculturists and that example must be followed in India. 


Government officitsis and honorary Indian workers 
are pushing forward the cause of co-operation with com- 
mendable zeal and their endeavours are being crowned 
with encouraging success. But the ignorance of the rayats 
is the greatest stumbling block in their way, and in spite 
of everything that is said about the educational and moral 
value of co-operation, the true spirit of co-operation is 
seldom conspicuous among members of co-operative 
societies. “We regret t. have to say,’ observes the 
Maclagan Committee, “that the conclusion has been forced 
upon us that in the majority of cases prinary societies in 
India fall short of the co-operative ideal. . Speaking 
generally, even allowing for the backwardness of the 
population, there has been found a lack of true co- 
operation.” 

180. Prospects.—Co-operation is a democratic 
principle. It is the gospel of self-reliance. But the 
illiteracy of the Indian masses does not allow them to 
imbibe and profit by that principle. Members of societies 
feel that the loans granted to them come from Govern- 
ment and they are profuse in expressions of thankfulness 
to the Registrar, its representative. They are also in- 
clined, in many cases, to run the societies on commercial 
lines. Central banks and non-credit societies tend to 
become profit-seeking, cipitalistic concerns, and it is 
doubtful how far the principle of guaranteeing and other 
unions can be understood by the ordinary cultivator. 
The work of starting, guiding and conducting these 
institutions has, therefore, to be done by a few public- 
spirited, enthusiastic educated people and they are often 
found bossing the whole show. 


- Awider diffusion of education among the masses, 
amore sympathetic land revenue and general adminis- 
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stration, an earnest endeavour to stimulate public spirit 
and an active and comprehensive attempt to promote the 
economic development of the country on the part of the 
State and of social reform on the part of the people, are 
needed to make the progress of the co-operative move- 
ment rapid and healthy. Taken by itself, the movement 
has given good results, and within its peculiar limitations, 
imposed by the existing conditions, it is capable of render- 
ing valuable service. It is not only in the supply of cheap 
and facile credit that co-operation will benefit the culti 
vator and the craftsman ; it will and ought to help them 
in the organization of purchase of seed, manure, imple- 
ments and raw materials and of the sale of agricultural 
products and manufactured gocds. 


If local and communal industries, are thus organized 
in different localities, the resultant good will be immense. 
The principle of co-operation can be applied, as it is being 
applied in a few cases even to-day, in a variety of ways 
to put larger profits into the pockets of the producers, 
Certain areas are eminently suited to particular crops and 
industries. Without disturbing the old order of things, 
they can be brought within the pale of the co-operative 
movement. The cotton, sugarcane, potato, groundnut 
and other crops can be dealt with in this way as also the 
weaving, leather-making, paper-making and oil-pressing 
industries. The problem of the supply of pure milk to 
cities and towns is becoming more and more urgent every 
day and dairies can be conducted on the co-operative 
principle. It is satisfactory to notice that endeavours are 
being made in this direction and it hardly admits of doubt 
that if they succeed, the resultant good will be appreciable- 


181. Some Noteworthy Points.—The progress 
of co-operation in India is looked at from different 
points of view by critics; and different lines of develop- 
ment are recommended. It is stated that while in 
other countries the co-operative movement has been 
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fostered by private effort, in India it has been initi- 
ated and is being spoon-fed by the Government. The 
patronage of the State, however beneficial in the early 
stages of its growth, will not, it is contended, make for 
genuine co-operation. The stimulus must come from the 
people and they must run the movement independently 
of Government. The State may assist societies, but it 
must stand out of the movement ; otherwise the true spirit 
of co-operation will die out. On the other hand, many 
people feel that the co-operative movement will wither 
away if it is not patronised by Government. The public 
feels confidence in it because the belief prevails that the 
Government is at the back of it. 


The Registrar, who represents the State, possesses 
influence with the district and other authorities and can 
get many things done which co-operative societies, left 
to themselves, would find it extremely difficult todo. That 
officer can communicate direct with different administra- 
tive departments and has easy access to higher quarters® 
A co-operative society of cultivators would be handicap- 
ped in a variety of ways and would not be able to exercise 
influence if Government through the Registrar were not 
behind it. That officer is to members of societies, an. 
authority to whom complaints may be made and appeals : 
preferred. We entirely approve the view expressed by 
the Government of India with regard to the attitude of 
officials towards the co-operative movement and think 
that they should not interfere in it and should not be in- 
different towards it either. They should be sympathetic 
and helpful without being meddlesome. 


Here we are confronted with a dilemma. If Govern- 
ment patronises and meddles with the movement, we are 
told that the growth will not be vigorous; and if it is left 
to itself, it will not thrive at all. Government audit and 
inspection will be needed till co-operative unions and 
banks can take the work upon themselves and can inspire 
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confidence in the minds of the people. The co-operative 
organization must be a complete and self-sufficient or- 
ganism, But it will te many years before that ideal is 
reached. Jn the mean time, unions and district and central 
banks are being started and a kind of solidarity is being 
created by means of conferences. Men are also being 
trained to take up the duties of officiais of societies be- 
cause without such training, the working of rural societies 
is found to be very difficult. It is refreshing to find 
people scattered in different parts of the country, who are 
infected with the genuine spirit of co-operation; but that 
spirit must be wisely diffused. Itisa sign of the times 
that co-operation has begun to figure on the platform of 
politica! and social conferences that meet from year to 
year and the champions of the elevation of the masses 
must make it an important part of their programme. 


When co-operation has barely succeeded in touching 
even the fringe of the problem of rural credit and agri- 
cultural indebtedness, it is too much to expect that it 
should have spread to non-agricultural industries, to 
distribution and to consumption. This is a fruitful 
field and the need of co-operative stores and of societies 
of consumers in towns is great. But even here the 
difficulty is to make people appreciate the importance of 
the movement and to take to co-operation for their bene- 
fit. Like joint stock companies, co-operative stores are 
a novelty to the mass of people and hence the paucity of 
such institutions. The work of popular education in this 
connection is, therefore, most urgent and societies which 
are now being started for housing and other purposes, 
here and there, are calculated to encourage those who are 
interested in the progress of the movement. 

As things stand, Government has thought it necessary 
to inquire how far the present lines of development are 
,orrect and whether any safeguards must be provided in 
order to ensure healthy progress. If societies go on multi- 
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plying without sufficient provision for supervision and 
inspection, and if they are not inspired with the true co- 
operative spirit, the movement may be overtaken with a 
disaster any day. Co-opeiative banks have also to steer 
clear of the dangers which threaten ordinary banks, and 
efficient management and strict audit and supervision 
must be insisted on. Better that the growth of co-, 
operation should be slow bu! steady rather than that weak 
and inefficient societies should be bolstered up or allowed 
to exist. The fate of the moveme:t in India must depend 
upon the enthusiasm and the desire of the people to help 
and improve themselves by combined effort. Education, 
in the large sense of the word, alone can do it. 


182. Land Banks Controversy.—There has re- 
cently been some discussion of the question whether the 
agrarian problem can really be solved by the spread of 
the co-operative movement and whether land banks of 
the Egyptian type are not necessary to free the rayat 
from the load of indebtedness under which: he is crushed. 
It is contended on one side that the hopeless condition of. 
the rayat requires a radical cure and co-operative credit’ 
is only a palliative.* It is pointed out on the other side 
that the history of Agricultural Banks does not show 
either that they can wipe out agricultural indebtedness or 
make co-operative credit institutions superfluous. ‘ Non- 
co-operative agricultural banks may to a certain extent 
supplement, but they can never supplant co-operative 
credit institutions.’ f 


A little consideration will show that there is an 
amount of truth in both these positions. The serious 
problem in India at which the Government has been 
tinkering for more than forty years, is the appalling 
indebtedness of the rayat. Co-operative credit societies, 
which came to be regarded as the sovereizn remedy, can 
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* D. BE. Wacha: Agricultural Banks in India. 
+ See “ Wealth of India” for October, 1916, page 515. 
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,not frankly solve that problem. They will only supply 
' short term and personal credit and cannot touch the real 
‘evil of the existing and long-standing indebtedness. 
Unless that millstone is removed from the neck of the 
helpless cultivators and they are enabled to carry on their 
‘operations freely and p:ofitably, their condition must 
remain unsatisfactory. 


Since 1870, Government has tried several measures to 
make loans to agricu!turists on the security of their lands. 
These attempts should have been persisted in and should 
have been developed into large bankivg organizations. 
The Government considers itself to be the universal land- 

‘lord in India ; and as Sir John Strachey observed in 18/0, 
in this capacity duties devolved on it “for the improve- 
ment of the land and for the advancement generully of 
agriculturg, beyond the ordinary duties of a Government, 
and similar in kind to those duties which a good land-lord . 
had everywhere to perform.” 


If the funds of the State had been liberally expended 
for the improvement of land and of the agricultural 
industry generally, the situation would have steadily 
grown better. The peculiar political and economic con- 
ditions in India required such a policy on the part of the 
State. As it was, the general economic ‘lecay and stagna- 
tion told on agriculture also, and the position was not 
adjusted to the rapidly changing circumstances, The 
system of granting long-term loans to cultivators to be 
recovered in small instalments, was strongly recommend- 
ed by the Irrigation Commission of 1903, and their princi- 
ple was generally accepted by the Government of India 
in its Resolution on the question, dated 30th November, 
1905. But the amount of the loans thus granted has 
always been meagre, rarely exceeding 6 crores of Rs. for 
the whole country. 


Though this is all true, the importance of co-operative 
credit societies cannot be gainsaid. They supply a badly 
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felt want of the cultivator by providing him with credit 
where he has none. Agricultural operations are thereby 
facilitated and higher profits are insured. Credit societies 
very largely perform the same function as agricultural 
banks, and they are eminently useful to cultivators who 
have only small pieces of land to mortgage. They enable 
them to capitalise their honesty and, on the principle of 
self-help and mutual aid, to improve their condition. This 
is an aspect of the agrarian and the general economic 
question which should not be lost sight of by those who 
belittle the importance of co-operative credit societies. 


In India the State has got to undertake several duties 
which do not fali within the province of Governments in 
other countries. Sut in spite of this, if the co-operative 
movement grows along sound lines, it must. raise the 
cultivating classes both materially and morally. The 
progress achieved by the people under the influence of 
that movement, will be more lasting and beneficial though 
much slower. The conditions in India with respect to 
indebtedness are in several respects similar to those pre- 
valent two generations ago inthe continental countries 
of Europe wnere the co-operative movement has now 
taken firm root. And if co-operation has helped to 
elevate the masses there, there is no reason why similar 
results should not take place in India provided other 
conditions are favourable. 


Reviewing the development of rural credits in Europ- 
ean countries Mr. James B. Mormun observes :— 


“If European experience covering more than half 
a century of co-operative personal credit and more 
than a century of co-opcrative mortgage credit, has 
any lessons for American farmers, the most important 
are :— 

(1) That organization among farmers, has been 
the basis of success in the credit system; 

(2) That education in the use of credit has pro- 
ceeded hand in hand with organization ; and 
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(3) That personal supervision by the farmers 
themselves over their organizations and over the use 
of loans made only for productive purposes has been 
& prominent feature in the European system. 


In no instance has any Government taken the 
initiative in establishing a rural credit system. When 
legislation by any national Gcvernment has taken 
place, it has usually been for the purpose of facilitat- 
ing or aiding the organization of farmers’ co-operative 
societies, and when Government aid has been granted, 
it has generally taken the form of loans at low rates 
of interest made to local credit societies through 
central or regional credit banks, for a Government to 
take the initiative in establishing, for example, a long 
time mortgage credit system, would seem to European 
farmers like trying to make a pyramid stand on its 
apex.” 

, The State in India may make loans to agriculturists 
and others through co-operative societies for productive 
purposes and the Maclagan Committee has drawn the 
attention of the Government to this question. 


183. Maclagan Committee’s Report.—A student 
of co-operation in India cannot find a better source of 
guidance and information than the report of the Macla- 
gan Committee to which we have frequently referred in 
this chapter ; and we commend to the reader a careful 
perusal of that report. From it he will see what the 
movement has so far achieved and what it is capable of 
achieving. He will also know what are the weak and 
the strong points of the movement ; and the directions 
in which it should develop will be clear to him. We 
can only offer here a rough and brief summary of that 
report :— 

Introductory. 
The report starts with a description of the depress- 


ed condition of the lower classes and of remedial 
measures attempted by the State to improve it, and 
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observes that this action having proved partial and 
incomplete, Government turned to co-operation as the 
most hopeful method of dealing with the problem 
before it. The moral aspect of co-operation. is then 
emphasised and it is stated that to true co-operation 
alone it is that ‘‘ Government must look for the ame- 
lioration of the masses, and not to a pesudo-co-opera- 
tive edifice, however imposing, which is built in 
ignorance of co-operative principles.’’ The develop- 
ment of the co-operative movement is then traced 
from its inception to the time of the appointment of 
the Committee. The report then proceeds thus :— 


It was incvitable in the beginning that credit 
societies should be mainly attended to but that a de- 
mand for non-credit forms of co-operation should arise 
was in itself a healthy sign. But such societies should 
arise spontaneously and satisfy a real need and a 
competent staff should be available to supervise them 
and deal with the complicated economic problems 
involved. Several non-agricultural and non-credit 
societies have been started for sale, purchase and other 
purposes. Societies for the benefit of weavers are 
welcome, but ‘attempts to reorganize village indus- 
tries on a more profitable basis should not be under- 
taken sporadically or fortuitously.” Certain types of 
societies like stores, often exhibit a tendency to ignore 
the moral basis of co-operation and care should bs 
taken by the Registrar that co-operative principles 
are followed by such societies, and that they do not 
become merely commercial and profit-hunting bodies. 


Though the primary object of the co-operative 
movement was to tackle the agrarian problem through 
it, if is necessary that non-agricultural societies also 
should grow up along with the agricultural. The 
wage-earning, artisan and middle classes must be 
brought within the co-operative fold. Middle class 
urban banks are not strictly co-operative, but in the 
absence of joint stock banking facilities, they are 
likely to serve a useful purpose. With regard to banks 
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- for the use of large landed proprietors, corresponding 
to Land Mortgage Credit Associations, the establish- 
ment of well-conceived and well-administered banks 
of this type “ would be a measure of great value not 
only to the proprietors themselves but also to the Gov- 
ernment. ” 

Primary Societies. 


In the case of primary societies it is on three main 
requirements that their soundness is based, viz. (1) they 
must be co-operative ; (2) they must also be business- 
like and (3) they must be thoroughly well supervised. 
The area must be sufficiently restricted to enable 
members to exercise an effective mutual control, and 
their number should not be unduly large. Before a 
society is registered a scrutiny should be made into 
the kind of men it will deal with and their assets, 
working capital and soon, Teaching of co-operative 
principles in various ways must be arranged and pro- 
per men must be selected for the post of secretary and 
as members of the managing committee. Some pro- 
vision is necessary for ascertaining the previous 
debts of members and, wherever possible, they may 
be gradually paid off rather than that they should be 
immediately cleared on admission. As regards the 
rate of the progress of the movement, there should be 
no attempt at forcing the pace and “except for special 
reasons, an increase in the number of societies should 
radiate from existing centres of co-operation and 
should be based on a well-informed desire to imitate 
existing good examples. ”’ 


The capital of primary societies is composed of 

four items, (!) shares, (2) deposits, (3) loans and (4) 

surplus assets or reserve fund. The value of shares 

should not be unduly large so as to create disabilities 

against poor members and a maximum limit should 

be fixed to dividends. Value of shares may be deduct- 

ed from loans granted to members and the principle of 

unlimited liabitity or rather “contributory unlimited 

liability ” should be adhered to in the case of agricul- 
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tural credit societies. The amount of deposits locally 
obtained has been comparatively small and “ unless 
as the movement progresses, there is a substantial in- 
crease in this class of deposits it will have to be con- 
fessed that co-operation has failed in one of its main 
objects.’ Compulsory deposits from members are not 
desirable; and the term of deposits should not ordi- 
narily be less than one year. Only two exceptions to 
this rule may be admitted: (1) short-term deposits are 
useful for temporary accommodation to meet demands 
for loans, and (2) savings deposits when small sums 
within strictly marked limits are taken and dealt with 
on lines similar to those of the Post Office Savings 
Banks. 


The total borrowing powers of a society are fixed 
by the Central Bank and the Registrar, and the amount 
the society can lend is determined by this limit. But 
it is necessary for a society to fix the limit (1) up to 
which members as a body will pledge their liability 
and (2) to which members should individually be 
entitled to receive loans. Loans are given for the 
ordinary operations of agriculture and much assistance 
cannot be expected from co-operation for expensive 
improvements for which recourse must be had to Gov- 
ernment. Period for which loans should be given 
must be carefully worked out in view of the objects 
for which they have been made. Personal security 
ought to be the rule and sureties should be made to 
realise their responsibility. The mortgage of land 
should only be regarded as collateral security in 
addition to sureties. 


The competition of societies has brought down the 
rates of outside money-lenders. ‘So long as the rates 
of societies are below those of the outside market, they 
cannot be regarded as excessive and there are many 
dangers in sudden or large reductions below such 
rates.” It must be emphasised that ‘unless loans are 
repaid punctually, co-operation is both financially and 
educationally an illusion; and no exertions are wast- 
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ed which aim at ensuring promptitude in this respect.’ 
Disputes as to arrears should be referred to the Re- 
gistrar and if he so directs, to arbitration. The Act 
provides for this arrangement. There is, however, a 
great difficulty in securing execution of the decisions; 
but it will not be advisable to accord to societies the 
privilege of summary procedure. An effort should be 
made to build up a reserve fund so as to make the 
society ultimately independent of outside help. The 
surplus assets or reserve fund may properly be em- 
ployed in the business of the society so long as proper 
provision is made for the necessary fluid resources. ; 
Under the Act one-fourth of the net profits must be 
carried to a reserve fund and 10 per cent. of the ree. 
mainder may be used for any charitable purpose with 
the sanction of the Registrar. 


Periodical audit and constant supervision are 
necessary and for this purpose the official machinery 
must be sufficiently powerful. The audit must be 
comprehensive and thorough and should be carried out 
under State control at the present stage of the co- 
operative movement. The time is distant when the 
work of making the original audit can be taken up by 
societies themselves. The work of supervision should 
be carried out by unions, central banks and other 
bodies maintained by the societies themselves. 


Central Banks. 


Though the operations of a ‘central bank’ may 
cover a larger area, it is usually expected to finance 
primary societies within a single district or part of a 
district. Between such a bank and the primary 
societies, there is, in some Provinces, the link of 
guaranteeing unions’ and their number in Burma 
is large. ‘The union is registered as a society with 
limited liability and mutual guarantee is effected 
by a rule that each guaranteeing society shall be 
liable for any default by a society in the repayment 
of a loan recommended by the union to the extent of 
the maximum amount of its borrowings from non- 
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members in the twelve months preceding acall.” This 
kind of union is to be strongly recommended as it will 
be a great accession of strength to the movement. 


Central banks perform the double function of 
balancing (1) the funds of societies and (2) supplying 
capital. There are now practically no Central Banks 
which undertake outside business and comparatively 
few which lend to individuals, but the time seems to 
have come when steps should he taken to bring to a 
close in all cases the practice of granting any loans 
except to registered societies. A Central Bank should 
cover as large an area as is compatible with con- 
venience and efficiency. Under existing conditions it 
!is much better to adhcre to the system of independent 
icentral banks than to h:.ve branches of Provincial 
‘Banks. No loans should be granted to societies which 
are not share-holders. All shares held by individuals 
should he fully paid up and the use of reserve liability 
is to be deprecated. 


The total liability attaching to shares, whether 
held by individuals or societies, should be limited to 
their face value. A maximum rate should be fixed for 
dividends, but it should be laid down on some logical 

[poset The deposits of these banks will not serious- 
ly compete with those of joint stock banks. Amounts 
held on current account should be covered by suf- 
ficient fluid resources. Savings accounts may also be 
opened but certain precautions must be observed. The 
area from which deposits may come, need not be res- 
tristed. The central hanks may receive advances 
from Presidency Banks and joint stock banks in the 
form of cash credits The system of debentures is not 
to be much relied upon in this connection. Loans to 
individuals are to be deprecated and central banks 
should not undertake any outside banking work. 
Credit of societies to which loans are to be made, 
should be carefully assessed, particularly where there 
are no unions in existence, and the objects of the 
loans must be similarly serutinized. 
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The period of loans must be conditioned by the 
period for which deposits are held, as the former, un- 
like the latter, is within the control of the Central 
Bank. Unfortunately the practice of many banks is 
not in accord with this sound principle. Cash credits 
should be given to societies which are thoroughly 

- well managed and co-operative in character. The 
security required from societies for loans should ordi- 
narily take the form of pro-notes and not the shares 
held by them in central banks. Every society and 
bank must have a reserve fund under the Act, but 
besides the Reserve Fund proper, which in the case of 
primary societies, is built up out of the indivisible net 
profits, there are the ‘ fluid resources’ which must be 
carefully husbanded in order to enable societies and 
tanks to meet the demands of depositors. In the 
absence of facilities for discounting co-operative paper 
this fluid resource should, in central banks, be sufficient 
to meet half the deposits due for payment within the 
next twelve months, a standard of one-third being held 
sufficient in the case of Provincial Banks. 


Provincial Banks. 


In each of the major provinces there should be 
one apex bank which will co-ordinate and control the 
working of central banks which should be prohibited 
from dealing with each other or with Presidency or 
joint stock banks except through its medium. The 
Provincial Bank should itself be obliged to confine its 
dealings with co-operative institutions to Central 
Banks and leave to them the work of dealing with 
societies. The present organization throughout India 
is incomplete in this respect. Although in starting a 
Provincial Bank individual share-holders may have a 
preponderating influence, representing the business 
element, its constitution should be so framed as to 
give to affiliated co-operative institutions an opportu- 
nity at no distant date of securing a majority of votes 
at the general meeting. 
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The management of a Provincial Bank requires 
more expert knowledge and experience than that of a 
Central Bank, and it is desirable that the management 
should be mainly in the hands of business men. All 
central banks should be induced to become affiliated 
to the Provincial Bank, and the latter should grant 
no loans to societies capable of being affiliated to a 
Central Bank. Long-period deposits are necessary to 
Provincial Banks which should gradually accumulate| 
surplus assets and good liquid securities in order that 
dependence on outside agencies may be diminished. 
Their fluid resources should be sufficient in amount to 
cover one-third of the possible liabilities of the Banks 
falling due in the course of the ensuing year. 

The main business of a Provinvial Bank should be 
to co-ordinate and control the finances of .Central 
Banks, utilizing their surpluses and supplementing 
their deficiencies, and they should not embark in 
business outside the co-operative movement except in 
so far as it may be found necessary to lend or deposit 
spare funds for short periods in outside institutions. 


General. 


It may be generally stated that if provision is 
made to minimise undue official influence, the move- 
ment should not be deprived of the moral and financial 
support which Government servants give it. None of 
the powers of the Registrar should be devolved upon 
the Collectors. In certain Provinces the Collector or 
subdivisional officer is the chairman of a Central 
Bank. This practice is found to be beneficial and has 
its obvious advantages but these officers should not 
hold positions on the managing committees of central 
banks ex-officio or as an invariable rule. The district 
officer “ would stand as a well-wisher, equipped with 
the requisite knowledge and sympathy, but need not 
necessarily have any intimate connection with the 
management or assume direct responsibility. ” 


It is necessary to co-ordinate economic depart- 
ments of Agrioulture, Industry and Co-operatien under 
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a single officer of high standing in each Province, ‘to 
be called the Development Commissioner. There should 
also be an advisory agency at the head-quarters of 
Government to deal with the many technical and 
complex problems which are arising in connection 
with co-operation. This officer should be attached to 
the Government of India and he should make inquiries 
and tender advice. Agricultural loans made by Gov- 
ernment under Act XII of 1884 and Act XIX of 1883 
should be granted to co-operative societies themselves. 
There exists no agency in India ‘‘ which can be relied 
on to provide the facilities of rediscount for co-opera- 
tive banks, and thereby give to their finance that 
elasticity without which present stability and the 
same progressive developnient of the co-operative 
movement appear to be difficult, if not impossible”. 
Commercial banks will not voluntarily undertake this 
work, and if some arrangement cannot be made with 
the Presidency Banks, under which they will under- 
take the duty of rediscounting agricultural paper for 
Provincial co-operative banks, the only alternative 
solution appears to lie in the establishment of a State 
co-operative apex bank. 


Sammary :—The problem of rural credit is 
two-fold: (1) to provide long-term credit to the farmer 
to enable him to pay off his old debts carrying high rates 
of interest and to undertake more or less costly agricul- 
tural improvements ; and (2) to supply the cultivator with 
short-term credit so that with its help he may carry on 
his normal agricultural operations with greater ease and 
profit. The method of achieving this double object is 

w’ also two-fold : (1) to start mortgage and other land banks 
with and without State assistance, so that they may ade 
Vance to the land-owner and farmer the cheap capital 
they require for land improvement and otherpurposes ; 

vand (2) to teach the cultivators to combine with a view to 
obtaining credit on joint security and carrying on the 
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operations of their banks and societies on the principle 
of self-help and co-operation. 


The Government in India tried the first method to 
achieve both the objects stated above, and passed the 
Land Improvement Loans Act and the Agriculturists’ 
Loan Act in 1883 and 1884 respectively. These efforts 
were not, however, fruitful and the idea of an experiment 
of a land bank which was to have been made in the Poona 
District about that time did not materialise. But the in- 
debtedness of the rayats and their helpless condition 
attracted greater and greater notice as the years rolled 
on, and attention was rivetted on the problem by the 
widespread and disastrous famines which over-took the 
country in Lord Curzon’s time. The question was again 
examined and it was decided to resort to the second of 
the two methods stated above. It was believed that by 
co-operation alone could the cultivator effectively improve 
his condition and Government decided to help him by 
passing a special Act. Thus in 1904 was passed the Co. 
operative Credit Societies Act ; and in the light of seven 
years’ experience it was amended and expanded into the 
Co-operative Societies Act of 1912. 


Co-operation not only strengthens the economic 
position of those who combine for obtaining cheap credit 
and for purchasing and selling under favourable condi- 
tions, but it also exercises a moral and generally elevating 
influence upon all those who come within the pale of the 

,movement. It teaches self-help and thrift and fosters 
‘ public spirit. People learn to manage their own affairs 
and an atmosphere of solidarity, freedom and enlighten- 
ment is created. The co-operative movement is making 
headway in the country, and since the Act of 1912 was 
passed, societies and unions of societies have been started 
for purposes other than the mere supply of cheap credit. 
Guaranteeing unions and district central banks are rising 
on the foundation of primary societies, and the movement 
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was growing up so rapidly and widely that Government 
thought it necessary to appoint the Maclagan Committee 
to inquire into its position and possibilities, 


The essence of co-operation is that the movement 
should be animated by the true spirit of self-help and 
sacrifice. Moral and material elevation of the people can 
be achieved only if they catch the genuine co-operative 
spirit. It cannot be said that from this point of view the 
situation in India to-day is quite satisfactory. The igno- 
rance and despondency into which the masses have sunk 
for generations, impede the progress of the movement. 
If the State were to patronise and control it too much, 
the life would go out of it, but it can still help in its pro- 
gress :n various ways. The attitude of Government in 
India towards co-operations is unexceptionable ; its offici- 
als sympathise and help, but do not unnecessarily obtrude 
themselves on the movement. The State may, however, 
render more indirect heip and in a wholesome way, by 
bringing about a general improvement in the political, 
economic and social condition of the people. 


Co-operation in credit, purchase and sale, is bound to 
do economic good to cultivators and other producers. 
There is so much wastage going on for lack of organiza- 
tion in agricultural production and in the marketing of 
goods. Middlemen, money-lenders and merchants absorb 
a great deal of what ought to go into the pockets of the 
rayats, and the economic progress of the nation suffers. 
Co-operation is, therefore, a powerful lever by which the 
masses may be raised materially and socially to a higher 
status and the State and people must do everything they 
can to promote the development of the movement. 


Short-term and personal credit is being provided by 
co-operative societies, and the gains made must be conso- 
lidated before the area of operations is widely extended. 
Strict audit and inspection by unions and central banks is 


necessary and the latter, as well as provincial banks, must 
bring more capital from outside into the movement. The 
socicties, unions and banks must be conducted on sound 
lines and then only the true success of the movement will 
be insured. The problem of long-term and mortgage credit 
stil] remains unsolved and steps have to be taken to tackle 
it. Special banks dealing with this kind of credit will 
have to be started and land-owners must be enabled to 
raise capital by mortgaging with them their properties to 
be redeemed within a fixed period by stated annual pay- 
ments. Owners of small landed properties and tenants 
must also be assisted to wipe off their indebtedness and 
to improve their properties. This is a very difficult ques- 
tion which the State in India has to take up, and it may 
encourage private enterprise to tackle it. 


Chapter XIY. 
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185. National Dividend.—We have so far con- 
sidered questions relating to the production and circula- 
tion of wealth, and must now proceed to discuss certain 
problems concerning the distribution of wealth. Con- 
sumption is the object of all wealth-creation, and the 
wealth produced by a community, must be distributed 
among its members in order that it may be consumed. 
The wealth produced by the co-operation of the various 
agents, who supply the essentials of production, consti- 
tutes a reservoir out of which those agents take out their 


shares. As Dr. Marshall puts it, 


“The labour and capital of the country, acting on 
its natural resources produce annually a certain net 
aggregate of commodities, material and immaterial, 
including services of all kinds. This is true, net 
annual income or revenue of the country, or the na- 
tional dividend.”* 

Goods and services produced and rendered to satisfy 
the wants of the community by means of land, labour and 
capital, are the source from which these agents are re- 





* Principles of Economics. 
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munerated. Each agent hasa claim to a share in the 
common stock, and naturally an increase in the total 
product means and ought to mean augmentation of these 
shares. The remuneration which the landjord receives 
for his contribution to production, is called rent ; interest 
is the remuneration of the capitalist, and wages are the 
payment received by labourers. The entrepreneur who 
brings together the agents of production and carries on 
the enterprise, is rewarded with his share which is called 
profit. Specialization in production has now proceeded 
to such a lencth that different classes in the community 
have come to control different agents of production, 
though a combination of these last in the same hands is 
not uncommon. Shares in the national dividend obtained 
by these classes, correspond or should correspond to the 
contributions made by them to the production of wealth. 


In a previous chapter we remarked that the problem 
of production is the most important in India, that of dis- 
tribution being comparatively subordinate. But this does 
not mean that the remuneration received by the different 
participants in wealth-creation, has no bearing upon the 
economic condition of society. And if one of them takes 
more out of the common stock than is due to him, the 
others have to suffer and their loss is likely to affect ad- 
versely the aggregate production, and therefore, the in- 
terests of the community as a whole. Hence the need of 
equitable and economically desirable distribution of 
wealth. The older economists trusted too much to the 
beneficent operation of competition but the domination of 
one class over another has led, especially under modern 
forms of organization of industry, to inequalities and to 
the rise of capitalism and socialism. The tenant and the 
labourer in India have not had their due while the landlord 
andthe capitalist have become wealthy and powerful. 
Being unorganized they have had to be protected by the 
State in several instances. 
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186. Profit.—Profit is the share of the national in- 
come that falls to the lot of the entrepreneur or manager 
of an industry. It is often times confused with interest 
and the ordinary remuneration of labour. Profit is, how- 
ever, like rent, the excess of the selling price over cost of 
production. The marginal producer is just able to meet 
this cost, but the producer whose cost is less, derives a 
profit. In profit, as itis generally understood, there is 
always an element of wages or interest; but pure pro- 
fits, in a state of competition, depend upon varying 
prices and costs. 


- The profits of Indian cultivators are thus regulated 
by the prices of agricultural products and the peculiar 
circamstances under which they produce. In times of 
scarcity, for example, the prevalent high prices favour 
cultivators in certain localities while their neighbours are 
great losers. The unsatisfactory condition of the Ameri- 
can cotton crop will thus send up the prices of the Indian 
staple but in this case it isthe middleman who is more 
likely to get the advantage than the cultivator, though 
the latter does not fail to derive some benefit. Here luck 
or chance plays an important part; but permanent pro- 
fits are the result of permanent advantages and favouring 
circumstances, which are, however, discounted by compe- 
tition. The advantage of good soil, cheap credit, irriga- 
tional facilities, proximity to markets, utilization of im- 
proved manures and implements are these factors. But 
the profits will diminish or vanish as these advantages 
are shared by other cultivators. This does not make im- 
provements meaningless because what is lost in falling 
prices, is gained ina larger output. And here we are 
speaking only of pure profits. 


Profit in the sense of a differential gain, like rent, 
depends upon certain peculiar advantages vanishing 
when these advantages vanish. The opening up of a part 
of the country by railway or the establishment of a new 
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market in the vicinity, has made agriculture more pro- 
fitable in certain localities while that advantage is de- 
nied to less fortunate tractsin the interior. But pure 
profit becomes a part of the cost of production and how- 
ever small it may be, it must be earned by all in order 
that they may carry on their industries. 


Agricultural profits were comparatively steady when 
different parts of the country were isolated from one 
another and from the outside world, being disturbed only 
by scarcity or famine. But now India has been linked to 
foreign countries by railways and steamers, and compe- 
tition also plays a more important part than before in the 
determination of profits. The demand for cotton, for 
example, in foreign markets, acts upon the price of the 
Indian staple, and the profits immediately go-up with 
rising pr‘ces though they may be intercepted by middle- 
men as pointed out above, and not always reach the ac. 
tual producers. While, therefore, the cultivator in India 
may get out of the soil just enough to maintain himself 
and his family after meeting the cost of the cultivation, 
consisting of interest on capital, land revenue or rent 
and so forth, the profit will be only the wages of labour. 
A cultivator working on dry land may eurn Rs. 16 per 
Acre and on irrigated land twice as much. In certain 
circumstances, therefore, some margin will be left to 
him, which will be his profit. A farmer who possesses 
a large block of land enjoying the benefit of wells or 
irrigational canals and who has a stock of plough cattle 
as well as capital for seed and manure, is able to 
make good profit and is well off. But usually the cul- 
tivator is just able to maintain himself and his family 
with their labour and the income frcm the land owned or 
leased must be supplemented by wages earned elsewhere 
andin other ways.* Agricultural profit worthy of the 
name is obtained on irrigated land, for instance, where 





* See Dr. Mann’s Life and Labour in a Deccan Village. 
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sugar-cane and such other crops are grown. Owing to 
minute sub-division of land and want of capital, the pro- 
fits of cultivation are usually very small. This fact is 
brought out in the inquiries which have been recently 
made into the family budgets of cultivators in different 
parts of the country. 


These remarks apply to the ordinary artisan or 
craftsman also. Those engaged in domestic industries, 
the autonomous workers, will normally be able to get 
just enough to maintain themselves, that is, wages, un- 
less the demand for their products increases and enhances 
prices. As we have shown inj preceding chapter, they 
may not be able even to get these wages and may have 
to give up their callings. 

“Taking India, as a whole, although there has 
been an increase in industrial prosperity and develop- 
ment in the period between the censuses of 1901 and 
1911, competition with imported articles and the pro- 
ducts of factories, organized on the latest methods 
and worked by machinery, have ruined many of the 
handicrafts, especially the handloom industry and 
compelled people to leave their ancestral vocations 
for other means of livelihood, notably agriculture.” * 


Conditions created by the War, have favoured several 
classes of producers, who, in normal times, could just 
make a living or led precarious lives, and they have 
enjoyed a temporary spell of prosperity ; but the profits 
of these industries must disappear with the cessation’ of 
the war, unless economies are introduced in the mean- 
while or prices remain at a sufficiently high level. 


The profits of industries conducted on modern lines 
have been large enough. Cotton, jute and the mining 
industries have a margin left to them which has encour- 
aged the expansion of manufactures. “The number of 
these is, however, very small, The rise of prices has un- 
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doubtedly benefited them in as much as the price of 
articles produced by them, has in most cases far exceeded 
the cost of production.” There are, of course, ups and 
downs in the condition of these industries, and the scale 
of profit, in the case of the cotton industry, for example, 
is regulated by the stocks of piece goods in the market, 
the price of raw cotton, the supply of coal and so forth. 
But on the whole, in industries carried on with the assist- 
ance of machinery and on a large scale, the rate of profit 
is sufficiently high. The shares of joint stock companies 
are quoted at high figures and individual proprietors of 
such concerns, large and small, share in the industrial 
prosperity. The new mills and factories which are rising 
on every side, the gins and presses and the oil and flour 
mills as also sugar-cane crushers which are being set up, 
are evidence of the attractive profits that are earned in 
these concerns. It is aiso evidence of the diversion of 
industrial effort from one direction viz. the old, to others, 
the new manufactures. | 

187%. Interest :—The remuneration of capital in 
India is high, and it is netorious that rates of interest are 
usurious. There is never a uniform rate of interest any- 
where, much less in a country like India. In western 
countries, the rate steadily fell down till at last it has 
now been raised by the enormous demand the War has 
made on capital throughout the world. Where competi- 
tion has free play and there are banking facilities, varia- 
tions in the rate of interest are rare; but in the absence 
of these conditions, it rules very high. It is also high 
where the supply of capital is inadequate, and millions of 
British capital have thus been attracted to the Colonies 
and to foreigen countries. 

Mr. Datta’s inquiry led him to the conclusion that 
the rate of interest in India was steadily declining. He 
observes :— 

“The rate of interest on agricultural Joans varies 
in different parts of India and even in 
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same place, according to the credibility of the cul- 
tivator or the security offered; thus in Bengal, it is 
said to be 36 per cent. in Eastern Bengal, 3714 to 75 
per cent. in the Central Provinces, anything from 
6 to 100 per cent. and in Madras 6 to 36 per cent. It 
is, therefore, difficult to collect statistics to show 
whether the rate has increased or decreased. But the 
general belief is that the rate of interest has b-en 
lowered except in some parts where restrictions have 
been placed by law on alienation of land, thus reduc- 
ing the value of security. It seems from the evidence 
collected that this lowering of the rate has been due 
to increased wealth and a consequent increase in the 
number of money-lenders who compete with each 
other in reducing the rate. Co-operative credit socie- 
ties hive also doubtless contributed to these results 
in places where they have been constituted.” t 
But as capital is shy in India, it receives a more 
liberal remuneration than elsewhere. The ordinary pro- 
ducer has no capital of his own and must borrow at 
ruinous rates of interest. Without the expansion of bank- 
ing facilities and the spread of education, interest rates 
are not likely to be lowered in this country. The war 
has made heavy demands on capital, and for years after 
the restoration of peace, its supply will be inadequate 
and therefore interest rates will remain at a pretty high 
level. 


The rate of interest on Government and other secu- 
rities steadily declined for many years and only the War 
loans have n>w pushed it up. In the busy season, the 
rate for temporary accommodation is high and this rate 
is always fluctuating. Money-lenders can always com- 
mand a high return for their capital, and agriculturists, 
artisans, craftsmen, small traders and other needy people 
cannot borrow without paying a heavy price. There is 
an element of risk in these transactions, and the borrow- 
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ers are very needy. Hence the prevalence of usury over 
almost al] parts of the country. 


188. Usury.——As in western countries, so in India, 
usury has always been condemned and the State has 
every where endéavoured by means of legislation, to dis- 
courage it. In 19]4,the Government of India issued a 
circular letter to local Governments on the subject of the 
feasibility of preventing the use of civil courts as an 
agency for the realisation of usurious demands by money- 
lenders. The issues raised in the letter were, (1) whether 
the courts are as a matter of fact at present compelled to 
give effect to unconscionable contracts and to enforce 
the payment of inequitable and extortionate demands ; 
(2) whether, if the answer is in the affirmative, this abuse 
of the authority of the courts has attained such dimensions 
that it is expedient to take steps to remedy it; and (3) 
in what manner it can be prevented without engendering 
consequences more prejudicial to the interests of those 
concerned than exist at present. 


The main remedies, the letter went on to state, for 
the suppression of usury, were perhaps the following: 
(1) the fixing of a legal maximum rate of interest recover- 
able ; (2) the determination of a legal maximum amount 
of interest recoverable, commonly known in India as the 
rate of Damdupat, and (3) the bestowal of authority on 
the courts to go behind a contract, re-open a transaction, 
and reduce the rate of interest to what is thought to be 
equitable. The third line of action has been embodied in 
the English Money-lenders’ Act of 1900. 


The Government of India aniticipated and stated the 
various objections that might be raised against the under- 
taking of any legislation on these lines. For instance, 
it was contended that it would interfere with private 
contract, that it would increase litigation and harrass the 
ordinary operations of trade and it would be ineffective. 
There was much force in these objections, and the results 
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of the operation of the Deccan Agriculturists’ Relief Act, 
have not proved very satisfactory. The Government of 
India itself wisely observed, in its letter, however, that it 
would not be right to argue that ‘ everything is the fault 
of the money-lender and that the debtor is always a 
blameless and injured innocent.’ 


Usury laws have been condemned by economists as 
a useless and undesirable interference with liberty, but 
this condemnation is based on the assumption that the 
loans rest upon the equality of business opportunity and 
the free competition of capital. “Under such conditions,” 
Seligman points out,* “usury laws are futile and worse 
than futile, because they either tend to evasion or become 
a drag on industry”. Where these conditions do not 
prevail, and the lender is in a position to take an unfair 
advantage of the borrower, it is necessary to protect the 
latter. Laws in France, England, Germany and America, 
grant such protection to the borrowers, and in a country 
like India measures of this kind were absolutely neces- 
sary. As Gide points out, “it is no more of a contradic- 
tion to allow liberty as regards the rate of interest, while 
punishing those who make a profession of lending at a 
high rate, than it is to allow consumers the liberty to 
drink, while punishing publicans who supply drunken 
men. f 


The Government of India at last brought a usury bill, 
based upon the ideas referred to above, before the Sup- 
reme Legislative Council. The object of the measure 
was approved on all hands and the passage of the bill 
through the Council, was not a difficult matter. The bill 
became law on 2nd March, 1918. 


189. Rent from Land.—Having so far dealt briefly 
with the shares in the national dividend taken for the 
supply of business organization and capital, and reserving 
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for the next chapter the consideration of the remunera- 
tion received by labour, we shall proceed to the 
consideration of the share of the remaining participant 
in production, viz. land. The word ‘rent’ is used in 
common parlance to connote the price paid for the use 
of a thing e. g.a house, a machine or a carriage. But 
more often it is associated in the popular mind with the 
price paid or obtained for the use of land. This income 
from land is irrespective of the returns received for the 
capital invested or the labour expended, and the theory 
which explains the emergence of land rent is famous in 
Political Economy. 


‘** Rent is due to natural variations in soils, or to 
the varying advantages given to sites, not by the 
owners Of the sites, but by the distribution of popula- 
tion and the means of transport. If the payment of 
rent were stopped, the fertility of good soils and the 
convenience of good sites, would not diminish ; for the 
rent receivers did not create and do not maintain 
that fertility and that convenience.” 7 


This character of land rent, the limited supply of 
land, the national and economic importance of the food 
and raw materials land produces, the social effects of the 
possession of land by a certain class in the community,— 
all these factors have invested the question of rent with 
a peculiar interest. How land is held and owned, how it 
is hired out, how its produce is distributed and how the 
community is affected by land laws and land rent, are 
questions which have been hotly ‘debated in all countries. 
Schemes of land nationalization and of a single tax on 
land, have been discussed and the heavy taxation and 
absorption by the State of ‘unearned increment’ have 
been advocated. It is, therefore, necessary to deal here 
with the question of the land tenures which prevail in 
India, particularly because agriculture is the predominant 


t Henry Clay : Economics. 
$e 


190. Hiring out Land.—The proprietor of land 
may either lease it to farmers and tenants or cultivate it 
himself. If the land belongs to the community, the Gov- 
ernment is the proprietor and leases it to tenants, who 
pay rent to it. If private individuals are proprietors, they 
receive the rent from their tenants. Where the first 
system prevails, there is complete nationalization of land 
which is the ideal of many socialists, who regard land- 
lords as parasites. The second system prevails very largely 
in Fngland where the bulk of the laud is owned by 
private proprietors. Hence the agitation in that country 
against unearned increment and the nationalization of 
land. Thirdly, the proprietor may cultivate the land 
himself, and France is the classical example of this system 
which also prevails in America. It isa system which is 
highly praised by economists and is held up to the imita- 
tion of nations where tenants cultivate the lands of 
proprietors. 


Under certain circumstances, farm tenure is econo- 
mically beneficial and socially unobjectionable. If the 
landlord takes interest in his Jand, puts capital into it 
and improves it, the fact of its being let out to a farmer 
cannot be urged as a disadvantage of the system. But 
such landlords are few, and generally land is neglected 
and tenants are oppressed. In the hands of the peasant 
proprietor, on the other hand, owing to ‘the magic of 
private property,’ land becomes more productive and 
from the point of view of society, this is very desirable. 
Even where land is hired out, the Metayage system,— 
under which the rent is payable in kind instead of in 
money and consists in a proportion of the crop instead of 
being fixed for a term of years,—is preferable, 
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More has perhaps been written about the systems of 
land tenure in India than in any other country, and it is 
after a prolonged and elaborate investigation and discus- 
sion that the rights of various parties such as the State, 
the different grades of landlords and of tenants, have 
been determined with anything like precision. For 
more than 125 years, these questions have been 
debated and even now the controversies are not at 
anend. Many held and hold to-day that the State in 
India is the universal landlord, and therefore the land 
revenue received by Government is not a tax but is a rent 
which a proprietor may claim from his tenants. They, 
therefore, feel that land nationalization, which is only a 
distant and perhaps an unattainable ideal in other 
countries, is an accomplished fact in India except in those 
places where the Government has deliberately conferred 
the proprietorship of lands upon individuals. It is, there- 
fore, usual to exclude land revenue from the amount of 
the burden of taxation that falls upon the people, as it is 
supposed to constitute rent which tenants have to pay to 
the landlord, whether he is a private individual or the 
Government. 


191. State-Landlordism.—State-landlordism in 
India is not a mere theory ; it underlies the land revenue 
policy of Government in actual practice. If the State 
the landlord, it is entitled to take away the whole of the 
rent, leaving to the occupant the ordinary profits of 
agricuiture which in practice may amount to bare sub- 
sistence and little more. Land rent is not always pure 
economic rent, being sometimes more and sometimes less 
than it, and Government in India, though it considers 
itself as the universal landlord, does not presume to take 
the whole of the rent but only a share of it. 


It is not officially denied that the portion of the in- 
come from the land claimed by the Government was 
excessive and that the State demand was steadily mode- 
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rated.* Lord Cornwallis’s Permanent Settlement pro- 
ceeded on the principle that the State was the proprietor 
of the soil. In that capacity it renounced its rights to a 
progressive share in the rental of the land. But it was 
the rent which was renounced; it was not revenue.t 
Mr. Wilson told the Legislative Council in 1860 that 
‘land revenue could only be regarded as rent,’ and 
Mr. James Mill spoke in 1831 of vent of land in India 
having always been considered the property of Govern- 
ment. Though few have the hardi-hood now to reiterate 
the theory of state landlordism in all its nakedness in 
the face of its repudiation by authorities like the Court 
of Directors, the Secretary of State and officials and others 
who have studied the question closely, the land revenue 
policy of the State is actually animated by the exploded 
belief and veiled references are made to it from time to 
time.{ 


The assertion is found repeatedly made that land 
has, inthe East, belonged tothe sovereign from time 
immemorial, and that the British Government in this 
country only accepted the principle and followed the 
practice of the old rulers. John Briggstt has examined 
the subject at great length and combated the assertion 
about the State being the universal landlord in the East. 
He observes :— 


“The preceding portion of the book has, I trust, 
proved that the occupant of the land alone was its sole 
proprietor; that the demand on him for contributing 
to the support of the State, was a sort of income tax, 


* See Government of India’s Resolution on Land Revenue Policy, 1902. 

+ Sir Louis Mallet. 

t See G. V. Joshi’s Writings and Speeches, page 573. 

The survey tenure of the Bombay Presidency is described as the right of 
oceupancy of Government land continuable in perpetuity on payment of Govern- 
ment demand and transferable by inheritance, sale, gift or mortgage without 
other restrictions than the requirement to give notice to the authorities. 

tt The Land tax in India. 
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+ 4,8 limited portion of the produce of his estate an 
that this portion was fixed in the time of peace but 
liable to increase in time cf war and that under al] 
circumstances, it left a certain surplus profit to the 
owner, equivalent to a rent. Moreover, I hope I have 
established that the sovereign never claimed to be the 
proprietor of the soil, but of the land tax he collected 
through local agents and expended it in such a way as 
the Government thought fit.” 


In a despatch to the Secretary of State, dated 8th 
June, 1880, Lord Lytton’s Government observed :— 


“We do not accept the accuracy of the description 
that the tenure (of land in India) was that of cultivat- 
ing tenants with the power to mortgage the land of 
the State and that land is the property of Government 
held by the occupant as tenant in hereditary succes- 
sion so long as he pays the Government demand. On 
the contrary, the sale and mortgage of land were 
recognized under the native Governments before the 
establishment of British power....... It has been one of 
the great objects of all the successive Governments of 
India since the days of Lord Cornwallis, if not to 
create property in land, at all events to secure and 
fortify and develop it to the utmost. The Government 
undoubtedly is the owner of a first charge the amount 
of which is fixed by itself on the produce of all 
revenue-paying land in India; but over the greater 
part of the Indian Empire it is no more the owner of 
the cultivated land than the owner of a rent charge 
in England is the owner of the land upon which it is 
charged. If the charge is fixed so high as to leave 
nothing for the cultivator, such a maintenance as will 
keep him from deserting the land, it may of course be 
said either that property in land does not exist or that 
it is worthless.” . 


The old rulers never claimed to be the proprietors 
of the lands of their subjects, and for the expenses of 
Government took a certain share of the produce of the 
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fields, estimated at from one-tenth to one-sixth. The 
Mahomedan kings followed this practice and sometimes 
may have raised the share to one-third. So long as the 
tax was taken in kind, the system was most elastic and, 
in fact, the actual collection was adjusted to the yield. 
Even when in later years the grain share was commuted 
into money payment, the same elasticity was maintained 
and Government rarely worked up to the standard rates 
laid down. 


192. Right of Proprietorship.—The British offi- 
cers who were confronted with the task of revenue ma- 
nagement in Bengal in the last quarter of the 18th cen- 
tury, were totally ignorant of the old system of land 
tenure and of taxation. They were confounded with the 
chaotic condition into which the province had been 
thrown and the conflicting claims which were put for- 
ward to proprietorship of land. Old records were search- 
ed and scrutinised and different systems of assessment 
and collection were tried. But the confusion continued 
and at last Lord Cornwallis felt that there was only one 
way out of the difficulty and it was to recognize the here- 
ditary landlords, collectors and farmers of revenue viz. 
the Jamindars as proprietors who were to be held respon- 
sible for the payment of the dues of Government. 


Baden Powell has given an extremely interesting 
account of the different ways in which, in the course of 
history, rights of proprietorship developed in the differ- 
ent parts of India. The old rulers levied a tax on all 
lands except those which were deliberately exempted 
from it viz., lands possessed by court favourites or per- 
sons who were rewarded for their services to the state or 
religious institutions. Jahagir and Inam lands were of 
this class. Lands really belonged to those who or whose 
ancestors had cleared and reclaimed them. But in the 
vicissitudes of fortune, in times of foreign invasion and 
civil wars, these proprietors were dispossessed and were 
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reduced to the condition of tenants. These conquerors 
were themselves later on made to give up their owner- 
ship when another wave of invaders or immigrants came, 
and they became tenants of a superior kind. 


Old princes and chiefs who wave thus brought under 
subjection, were often, as a matter of policy, continued in 
possession of their lands on condition that they collected 
and paid into the public treasury the tax levied upon 
their tenants, deducting and reserving a certain share 
thereof for themselves. Farmers of revenue and revenue 
officers of Government often made the lands, whose re- 
venue they collected, their private property. Leaders of 
turbulent and restless tribes took advantage of the con- 
fusion of the times and also became proprietors. Several 
families of Jamindars and Talukdars thus came to have a 
share in the produce of the fields cultivated by inferior 
holders and tenants. They and village leaders were re- 
cognized by the British Government who settled with 
them what they were to pay to the State out of the rents 
they received. 


193. Different Tenures.—The first two generations 
of British rule in India were spent in experiments in land 
revenue settlement. In Bengal the State dealt directly 
with landlords, and the tax levied on them was made per- 
manent. This system was also adopted in north Madras. 
But in the North-Western Provinces, proprietors of large 
estates, Mahals or villages, jointly held by them in certain 
shares, were recongnized and a lump assessment was levied 
on the rents received by them. Inthe Punjab land was 
generally held by peasant proprietors living in village 
communities, each village collectively paying the land tax, 
which was revised at each new settlement as in the North- 
Western Provinces. Government in Madras was inclined 
to recognize such village communities they found in 
.existence there though the ties which bound the proprietors 
of land were not, like those in Northern India, ties of 


400 INDIAN ECONOMIOS. 


blood and common ancestry, supposed or real, but ties of 
a long residence in the same locality and of common 
interests. But the village community was there not 
recognized and was broken up when the Rayatwari system 
was introduced in the Madras Presidency. 


In the Madras Administration report of 1855-56, 
rayatwari is thus explained :— 


“Under the rayatwari system every registered 
holder of land is recognized as its proprietor—pays 
direct to Government. He is at liberty to sublet his 
property or to transfer it by gift, sale, or mortgage. 
He cannot be ejected by Government so long as he pays 
the fixed assessment and has the option annually 
of iacreasing or diminishing his holding or of entirely 
abandoning it.’ 

The system in Bombay is also rayatwari and the so- 
called ‘occupant’ is as much a proprietor of his Jand as his 
brother, the Jamindar of Bengal, the only difference 
being that in the case of the latter, the land tax is perpetu- 
ally fixed whereas in the case of the former, it is liable 
to enhancement. 


“In Madras, the Governmentitself has stated that 
the distinguishing feature of rayatwari is the limita- 
tion in perpetuity of the demand of the State on the 
land. The rayats have thus all the advantages of the 
Zemindari tenure, while the State has a valuable 
reserve of waste land, whence as cultivation extends, 
its resources will be augmented so as to meet the 
increasing demands on its finances which the progress 
of the country will entail: and in practice this 
leading principle of rayatwari has never been 
infringed.” 

But this principle of rayatwari is not observed in 
Madras and Bombay, and at each periodical revision the 
land tax is screwed up onthe implied principle that the 
State is the landlord and is entitled to receive an increas- 
ing amount of rent from its tenants. 
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Three points must here be noted :—(1) The person 
with whom the State has settled its land revenue is the 
proprietor of the land, be he a Jamindar, a village com- 
munity or a brotherhood or a peasant cultivating his own 
land, and in whatever manner the right of proprietorship 
may have been acquired. There may be inferior proprie- 
tors under them or proprietors having superior rights over 
them. ‘The status and the rights of these have been now 
settled and their shares have been fixed; (2) except in 
Bengal and a part of Madras, the tax levied upon the 
Jamindar, the joint village, the brotherhood, the Malguzar, 
and the Talukdar, is subject to a periodical revision; and 
(3) in the case of landlords and joint village communities, 
the tax is a certain proportion of the rental or net assets, 
and in the case where the State deals direct with the actual 
cultivator, the tax is supposed to be a share in the net 
produce of each field. 


194. Effects of the System.—The economic 
significance of these features of the principal systems 
of land tenure in India lies in their effect upon the 
condition of the agricultural industry and the cultivat- 
ing classes. Where a Jamindar, a Talukdar, or a Malguzar 
has been recognised or created by Government to stand 
between itself and the tiller of the land, the State takes 
a certain well-defined share of the rent received by that 
landlord from his tenants, say 60 per cent. Such a 
large share could be justified on the ground of State 
proprietorship of land, but if it is a tax, it appears 
to be comparatively too heavy. In cases, asin Madras 
and Bombay, where the State deals direct with the 
cultivators, the State is supposed to step into the position 
of the landlord and to take a portion of the economic rent 
from them. If the Government is not the landlord, its 
revenue is not rent, and this land tax of 50 or 60 per cent 
and more,—at one time and in certain areas, it was 
avowedly as high as 70 per cent.—must be a crushing 

51 
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burden upon the agricultural industry and cannot but havé 
acted prejudicially upon the condition of the people. 
What is more, the burden is liable to increase at every 
settlement because the State as landlord claims an in- 
creased share in the net produce of the land. 


These effects have been felt by the rayats for genera- 
tions, and the State was itself moved to soften the rigour 
of its system. The latter fact is alone a sufficient con- 
demnation of the system of land revenue under which 
the State presumes to take rent from cultivators in its 
capacity of universal landlord. The system has become 
out of date and must be radically altered. But so long 
as the principle of State land-lordism is there, animating 
the jiscal policy of Government, mere palliatives will be 
of no use. Inthe matter cf other industries, if a tax 
tends to fall on capitul and to hamper their development, 
the State is called upon to and does refrain from impos- 
ing it. The agricultural industry, however—the premier 
industry of the country—-one which is admittedly in a 
deplorable condition, is exposed to a heavy tax which 
may amount to tne economic rent. In his minute on 
Indian land revenue, Sir Louis Mallet remarked :— 


“On the one hand, we see a system which sweeps 
into the coffer of the State fifty per cent. or more of 
the net produce of the soil, thus diverting a fund 
which, in countries where private property is absolute, 
would to a great extent, find its way back again into 
channels of agricultural improvement. But the am- 
ount of the produce thus diverted is not only large— 
it is also uncertain.’’ * 


The old rulers did tax the land, but never set them- 
selves up as the proprietors. They took one-sixth or one- 
eighth of the gross produce and the tax was taken in kind. 
Metayage prevailed largely in India as it prevails in 
certain parts to-day, and was very advantageous to the 


SS TT 
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cultivator. The Government took as a tax a share of the 
grain actually produced, and this tax varied according to 
the quantity of the yield. The commutation of the pay- 
ment of corn into money payments and the rigidity of 
revenue collection, deprived the system of all elasticity 
and made the lot of the cultivator harder; and thus was 
it that sympathetic and careful students of that system, 
like James Caird, felt inclined to suggest a restoration of 
the old Matayer system. Taking the system as it was, 
Mr. Caird also recommended the conversion of the rayat’s 
tenure into a free-hold. He wrote :— . 


“Whilst the majority of the Indian cultivators 
may indeed find it necessary to adhere to the Native 
principle of continuous tenancy, a Government such 
as ours in India, should offer every facility for’chang- 
ing the tenure to free hold, both because it can be 
done without loss of revenue and when done and in 
the process of doing, that change would enlist the 
willing help of the most numerous and most industri- 
ous classes in improving the yield of the land and 
unite their interest with that of the rulers through 
whom their possessions would be assured.” 


195. Reform Needed.—A flourishing and con- 
tented peasantry is the backbone of a nation, and agri- 
culture may be described, at least in India, as a ‘key 
industry ’; and it is necessary for the State to pursue.a 
policy which will promote the economic well-being of the 
cul ivating classes. It is for this reason that a peasant 
proprietorship is favoured in all countries. That is also 
the reason why a moderate assessment of revenue, which 
will not be enhanced for a pretty long period, if not a 
permanent settlement of it, has been recommended to 
Government.* If there isan outcry in England against 
land-lords and their unearned increment, the conditions 


there are quite different from those in India, and the. 
eR TIS CEES EC OA ET A ATE BR, S ED ALINE PLDI A TO 
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policy of the British Government in ameliorating the 
condition of the Irish tenantry is an example in point. 
John Briggs writes :— 


“We have but one alternative, and that is to 
acknowledge, in the first place, the fallacy of that 
doctrine which assumes a right to take the whole 
surplus profit from the land-holder, and to recognize 
the opposite maxim that the more which is left in his 
hands the greater will be his means to contribute to 
the national wealth, and consequently to the public 
revenue. fT 


But if the State does not, in its capacity of land-lord, 
take rent from the rayat, some one else will, as rent must 
be paid for land. No. Ifthe cultivator is the real pro: 
prictor, the Mirasdar, § as in the Deccan, under the old 
rulers, he has no rent to pay, though he may pay a small 
land tax. The bulk of the agricultural profits will remain 
to fructify in his pocket. Is not the cultivator, however, 
extravagant and is it not better that the surplus produce 
should be taken by the State to be usefully spent on 
social improvements ? We leave this argument to refute 
itself. It will take us into the realm of the theory of 
taxation but, at any rate, it knocks the bottom out of the 
theory of State land-lordism. If the cultivator is extra- 
vagant, the artisan, the craftsman, the labourer, are all 
equally so, and if in a general and equitable system of 
national taxation, the cultivator must pay a land tax ata 
certain rate let him be made to pay it by all means. Bu 


+ The Present Land Tax in India. 


§ “The Mirasdar was the freeman of the village, his land was heritable and 
transfer-able and he held at a fixed assessment, though under the Mahratta 
Government he was liable to demands on account of extra cesses. In former times 
the name of the Mirasdar carried some degree of distinction with it, and the 
position was regarded as an enviable one....... The most remarkable incident of 
the tenure was that it was nominal!y at any rate not subject to forfeiture for 
default of revenue payment or even for the abandonment of his village by the 
Mirasdar unless he was absent for a longer period than thirty years.”—Selections 
from the Records of the Bombay Government, No, DXXIV-—New Series. 
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then do not regard him as a tenant—an occupant of 
Government land paying rent to the State. 


It is also urged that the value of land is steadily 
going up and that it is an indication that the burden of 
the land tax is not heavy. There is so much subletting 
of land in the country, it is contended, and the under- 
tenants can afford to pay rent to the occupant of land 
and maintain themselves decently ; land revenue is like- 
wise paid without any difficulty ;—all which goes to show 
that the rayatwari and other Indian systems of tenure do 
not press on the agricultural classes. Land and rental 
values have indeed risen in certain parts of the country, 
and the competition of people who have no other means 
of subsistence and who have overcrowded the agricultural 
industry, is probably more responsible for this‘phenome- 
non than any thing else. The immobility of population, 
the dignity which is associated with farming, the prevalent 
notion that land offers « ‘superior security for investment, 
are also causes which are present in varying degrees in 
different places. The Indian cultivator again is not to be 
compared with the English or American farmer, armed 
with capital and carrying on his industry on a large scale. 


196. Protection of Tenants.--While, therefore, 
it is necessary that the theory of State-landlordism should 
be given up, peasart proprietorship should be encouraged 
and the land tax should be moderated so as to leave more 
in the hands of the cultivators, it is equally necessary 
that the interests of tenants and subtenants who pay rent 
to private landlords, should be properly safeguarded. The 
State has a duty to perform as much towards the tenants 
of the Jamindars and other landlords whose rental it 
shares as towards the peasant proprietors, the rayats, 
whom it directly taxes. When Lord Cornwallis settled 
with the Bengal Jamindars and made the tax they had to 
pay permanent, he expected not only that the payment of 
State revenue would become secure, but also that the lands 
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lords would improve their estates and that the condition 


of the tenants under them would steadily become better.* 
But these expectations were not fulfilled and the state of 
the Bengal tenantry continued to be deplorable for two 
generations. 


The land tax in Bengal was pitched sufficiently high, 
being nine-tenths of the rental, and as it was permanent- 
ly fixed, the tenants could not pay their dues to the land- 
lords. The tenants had little protection against exactions 
and were harshly treated. Security of State revenue 
required that the Jamindars should be enabled to collect 
their rents from their tenants with ease; otherwise they 
would not be in a position to pay the land tax to Govern- 
ment. Regulations passed in 1812 and 1822, gave little 
relief to the tenants, and one important duty of the State 
which ougint to have been discharged early in the last 
century and which practically formed a part of the general 
policy of the Permanent Settlement, was neglected. 


Tenants, all the world over, require protection against 
landlords, and it is extended to them in the form of fixity 
of tenure and fair rents. While the Government of India 
dealt with the Jamindars and took as its share a certain 
portion of the rental, it left them to collect whatever 
rents they could from their tenants. For a long time the 
status and rights of different kinds of tenants in the 
various Provinces had remained in a condition of uncer- 
tainty. Inquiries were, however, made, and in the course 
of the latter part of the last century, the position of the 
tenants was defined and their rights were secured. This 
is a piece of work done by the State, the importance of 
which it is difficult to overestimate. 

As we have already pointed out, landlord rights had 
grown up in a variety of ways, and it was no easy task 
"© WJ should hope that the profits of the Zamindars would in time exceed 


this propor ion ( nise-tenths of the rental ) by a due attention to the improve- 
ment of their Jands and the encouragement of their Rayats.”—Juhn Shore. 
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to determine the landlords’ relations to the different kinds 
of tenants. A wave of immigrants came into a province 
and reduced the landlords there, the descendants of the 
first settlers, to the position of tenants. The latter had 
rights, however, which were superior to those of the other 
cultivators who came later. Thus there were in Bengal 
the Talukdars and Tenure holders who occupied a specially 
favourable position which had to be recognized ; and the 
Khod-khast rayats or those who cultivated the lands where 
they resided, were, therefore, given leases without any 
limitation of period as against the Pykost rayats or those 
who cultivated the land of villages where they did not 
reside, and who held their lands upon a more indefinite 
tenure. Tenants-at-will stood on the lowest rung of the 
tenure ladder. , 


19%. Tenancy Acts.——It was in the year 1859 that 
the first modern Indian tenant law was made in Bengal, 
and in 1855 the Sengal Tenancy Act was passed, removing 
the defects of the earlier legislation and more elaborately 
securing the status and privileges of all classes of 
tenants. 


“The Act provides that every rayat who has held 
any land in a village for 12 years, acquires thereby a 
right of occupancy, and 80 to 90 per cent. of rayats 
have such rights. A small number of rayats hold at 
fixed rates of rent and the remainder are without a 
right of occupancy. Even the latter, however, cannot 
be ejected except in execution of the decree of a com- 
petent court, nor can their rents be enhanced at short- 
er intervals than five years. The Act was amended 
by Bengal Act I of 1907, with the object of giving 
greater facilities to landlords for the collection of rent 
and at the same time of guarding against enhancement 
of rent by collusive compromises, and removing the 
ambiguities, anomalies and defects brought to light by 
twenty years’ experience of the working of the Act.” * 





—" 


* Decennial Report on the Moral and Material Condition of India, 1933, 
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The position of the tenant in the Central Provinces 
is much stronger than elsewhere. There the Government 
determines, at each settlement, not only the amount 
payable to itself by the Iandlord, but the rent he is to 
receive from his tenants. The right of the “absoute 
occupancy ” tenant is heritable and transferable, subject 
to pre-emption on the part of the landlord, and includes 
fixity of rent for the term of the settlement. The occu- 
pancy tenants have their rents fixed at settlement 
which are liable to enhancement by 2 revenue officer at 
intervals of not less than ten years. The position of 
‘absolute occupancy ’ tenants 1s special and their rights 
cannot be acquired, but the rights of the other class can 
be obtained by the payment of a premium of 7} years’ 
rental. By the act of 1898 the rents of non-occupancy 
tenants have been fixed at settlement and exhorbitant 
rents are liable to be reduced, the right of transfer being 
withdrawn as in the case of occupancy tenants. 

In the Punjab, half of the land is cultivated by 
peasant proprietors and some ten per cent. is held by 
tenants, who, on historical grounds, have been recognized 
as occupancy tenants with special rights and the remaining 
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40 per cent. is held by tenants-at-will. Occupancy 
tenants are protected by law from arbitrary eject- 
ment and enhancement of rent. The other tenants 
may be ejected or have their rents enhanced, but if they 
are ejected, they can claim compensation for improve- 
ments made by them. By the Alienation of Land Act of 
1900, the Punjab Government sought to remedy the evil 
of the passing away of lands into the hands of moneyed 
Classes from the possession of the old agricultural tribes, 
by imposing restrictions on alienation. 


In the Jamindari areas of Madras, the rights of 
tenants have been secured by the Madras Estates Land 
Act of 1909 which repealed and re-enacted the old Madras 
Rent Recovery Act of 1865. The main principle of the 
Act is that every cultivator admitted by the landholder 
to the cultivation of the estate lands has the status of an 
occupancy rayat who is protected against eviction so long 
as he continues to pay the prescribed rates of rent. 
Enhancement of rent is allowed only on certain clearly 
defined grounds and a non-occupancy tenant also may 
acquire occupancy rights under certain conditions. 


198. Bombay Tenures.—In the rayatwari tracts 
of Madras and in Bombay, the rayats are in reality, as we 
have shown above, proprietors of their lands, subject to 
the regular payment of the land tax to Government. 
There are other tenures in the Bombay Presidency besides 
the rayatwari or survey tenure, but they are confined to 
small areas and to a small section of the population. 
There is the Inam tenure, under which Government has 
alienated a part or whole of its claims to revenue. 
Grants of full or partial exemption of land revenue were 
made by former rulers as a reward for services done or to 
be done and to religious institutions. They have been 
continued on certain conditions and services have been 
commuted, in several cases, into money payments. The 
Talukdars of Gujarat are the descendants of old ruling 


There is nowadays a tendency among the tenants 
of private landlords to show a spirit of independence 
and to resist any extra demands of a feudal character 
made upon them by their landlords who never lose an 
opportunity to raise their rents. «As elsewhere, there are 
good landlords and bad landlords in India, and the posi- 
tion of tenants will not improve unless their relations to- 
watds those whose lapds they cultivate are regulated 
by contiact rather than by custom. The relations. be!- 
ween the two parties lave, therefore, become strained in 
several places. The inquiry into the condition of the 
tenants of indigo-planters in Champaran in Bihar and 
the agrarian legislation it has recently led to, revealed 
an astonishing state of things there. The tin-khatié sys- 
tem under which the planters compelled the tenants to 
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grow indigo in certain selected portions of land, the low 
price which was paid for the produce, the exactions which 
were levied upon the cultivators under the names of 
Snarabesi and tazan, have a'l b2en condemned’ and the 
tenants have heen emancipated fiom their condition of 
serfdom by the recent law which was strenuously oppos- 
ed by tine indigo-planters, a majority of whom are 
wealthy Europeans. 


199. Kedemption of Rent.—The provisions of 
the tenancy laws are ca'culate1 to make the cultivators 
feel a sense of security und freedom and to encourage 
them to pursue their calling with greater interest. These 
measures are, therefore, econonically and socially most 
beneticial. The landlsrijs complain that their rights have 
been invaded and that the laws press severely upon them, 
The ideal system of tenure is that which makes for efficient 
farming and creates a happy peasantry. The tenancy 
laws must be so frame] and worked that friction between 
landlord and tenant will b2 mini:nised and not intensified. 
In England, agricultural incone is assessed to the in- 
come tax and the land tax is allowel to be redeemed, pro- 
ducing barcly three quirters of a million at the present 
day. Certain imp>rtant concessions and deductions have 
been allowed since 1896 with regard to the payment of 


the land tax. We should like to see this system in- 
troduced in India. 


There is, likewise, an obligition upon the State to 
impose upon itself the same restrictions in its relations 
with the rayats and lunllords whom it taxes, as are 
imposed upon landlerds by the Tenancy Acts. It has, 
therefore, been suzrested chat the rayats should be 
allowed anJ ussisted to releom the obligition to pay an 
annual land tax, and to chanve the tenure to freehold 
propeity,—at least to lighten the burden of the land tax so 
long as this isnot done. Similarly with regard to private 
landlords, it has been suggested that the State should 
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encourage and facilitate the redemption of rent and 
other charges paid by the rayats to the Jamindars and 
revenue free and tenure holders. This is the direction 
which agrarian reform should take if a prosperous, sturdy 
and contented peasantry is to be created out of the 
present thriftless and poverty-stricken mass of cultivators.* 
We shall refer to this question again in the chapter on 
Taxation. 


It is sufficient to remark here that land should be 
held in such a way that the tenure will promote social 
well-being. The problem indeed is not easay. If land 
passes into the hands of non-cultivating classes, agricul- 
ture is likely to be neglected, but it will be equally 
neglested or will be inefficiently carried on if the culti- 
vators are men without capital and enterprise. Land will 
pass to those who save from those who do not and 
cannot save whatever measures the State may take to 
prevent this transfer. Lord Cornwallis, it was believed, 
brought English ideas into this country, unsuited to its 
peculiar conditions. It was proper that English land- 
lords should be supported so that they might supply 
senators, sages and heroes to the nation. In India, 
however, it was stated, ‘we do not want generals, states- 
men and legislators—we want industrious husbandmen’. 
The State has, however, to guard against the danger of 
having neither an opulent nobility nor a sturdy yeo- 
manry. That is the problem to be faced. 


200. Summary.—The total wealth produced by the 
various agents of production by co-operation with one 
another, is the national dividend out of which they take their 
shares as remuneration for their contribution. Profits 
are the exceptional gains obtained by organizers of indus- 
tries owing to peculiar temporary advantages, and usually 
they are nothing but wages of a kindof labour. Except 


* Read Ranade’s ‘ Prussian Land Legislatiun and the Bengal Tenancy 
Pill” in his Egenys on Indian Economics, 
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in the case of certain crops and in certain circumstances, 
the agricultural industry does not yield profits to speak 
,of. Ordinary handicrafts and industries are in this 
respect not very different from agriculture. But many 
of the manufactures and trades, are a source of profit to 
the captains of industry and men of enterprise. 


The rate of interest is pretty high in the country, 
and the number of people who earn interest in this way 
is considerable. Before the outbreak of the War, there 
was a tendency for the rate of interest to go down; but 
now it has shot up toa high level. Those who formerly 
invested in Government and other securities, were con- 
tented with 3} or 4 per cent; and now those who have 
money to lend can get as much as 6 per cent. and more. 
The professional money-lenders are not satisfied even 
with this high rate, accustomed as they are to 15 and 
20 per cent. 


There is rent, the remuneration of the landlord, 
and it rises with the increase of- population and the 
increase of prices. Economic rent is not, therefore, the 
result of the landlord’s labour and the taxation and 
absorption of it in the interest of the community, 
is always recommended. Private property in land is 
defended on the ground of social utility, and the 
systems of land tenure prevalent in a country, the share 
of land produce falling to the lot of the tenant and the 
rent which is extorted by the landlord, are questions of 
great importance from the point of view of large classes 
in society ard of the community taken as a whole. 


Peasant proprietorship under which the cultivator 
of the land is also its owner, is commended as most bene- 
ficial, economically and socially ; and where landlordism 
prevails, efforts are made to emancipate the tenantry 
and to encourage peasant proprietorship. . In India, the 
State acts on the theory that it is universal landlord and 
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is therefore entitled to receive rent fron the land of the 
country. Government niust, therefore, either act upon 
the principle that the land revenue is merely a tax on, 
agricultural profits or so lighten the burden of the revenue 
demand that cultivators should be encouraged to improve 
their own economic condition by the larger margin left 
in their hands. : 


In all Provinces where the State deals with the land- 
lord, leaving him to receive rent from his tenants, it has 
taken legislative measures to protect the latter from 
exactions and ejectment. These measures were overdue, 
but now the interests of tenants have been properly 
safeguarded. ‘Occupancy tenants have been created 
and erhancements of rents are controlled. The status 
and the rights of tenants.as against landlords, have been 
made definite and even those who do not occupy a special 
privileged position, have been given some protection.” 
In Rayatwari tracts, rising prices of agricultural products, 
have led to enhancement of rents, but landlords elsewhere 
can make such enhancements only under certain well- 
defined conditions. In the Central Provinces rents to be 
taken by Malguzars are fixed by Government at each 
settlement. 


Landlords do not, of course, approve of such restric- 
tions imposed upon their liberty to deal with their tenants. 
From the social point of view, the protection of the 
interests of tenants is absolutely necessary, but landlords 
‘would not be wronz if they claim to be as justly and 
liberally treated as the State wishes that their tenants 
should be treated. The relations between landlords and 
tenants are, in places, becoming strained and the latter 
are no longer willing to be governed by custom. This is 
perhaps inevitable under the circumstances, and the State 
has always to support the weaker party. Care should, 
however, be taken to see that the rights of landlords are 
not unnecessarily sacrificed. Members of. non-agricultural 
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classes hire out their lands and there is competition 
among tenants who pay high rents. The State has been 
anxious that lands should not pass out of the hands of 
cultivators, and in the Punjab legislation has been resort- 
ed to for the purpose of restricting the cultivator’s power 
of alienation. In Bombay a new non-alienabie tenure 
has been created, but there is no tenancy law. 


Chapter XY. 


WORKMEN AND WAGES. 
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Indian Industrial and Economic Problems. 

201. Remuneration of Labour.~-As rent is the 
remuneration of the landlord and interest that of the 
capitalist, wages are the remuneration of the labourer. 
Wages are a price paid for the use of labour as rent and 
interest are prices paid for the use of land and capital. 
In the last Chapter we considered the dependence of the 
condition of the cultivator on the system of land tenure ; 
in this we have to point out the mutual relation of the 
system of industrial organization and the condition of 
workmen. The cultivator or tenant, whether he owns 
his land or not, is a sort of industrial manager, and his 
profit is conditioned by the nature of the soil, the capital 
he can command and the rent he has to pay to Govern- 
ment or another landlord. He works in the field he owns 
or takes on lease and obtains wages for his labours From 
the economic and social points of view, the question of 
wages is, therefore, extremely important. 


In practice, it is often difficult to distinguish the 
share appropriated to labour from that obtained by other 
factors of production. In agricultural and non-agricultural 
industries where the workman combines in himself the 
characters of organizer, labourer, landlord and also capi- 


REMUNERATION OF LABOUR. 417 


talist, the remuneration due to each one of these agents, 
it is not easy to point out. But such a workman’ must 
receive at least the wages of his labour; otherwise, he 
will starve or give up his work. Under the modern system 
of industry, the autonomous workman who manages his 
own industry, has tended to disappear and a distinct class 
of labourers or wage-earners has arisen. The factory 
system, under which the employer engages and controls 
hundreds and thousands of workmen, has created a 
cleavage between the two, and the class conflict has be- 
come very bitter. Those who command capital, command 
and control labour ; and it is felt by workmen that their 
share in the joint product, is deliberately and selfishly 
kept low by the employer. 


It is contended on the side of the employers that 
wages must be determined by the supply of and demand 
for labour and that they cannot be artificially raised. 
Strikes and labour agitation for higher wages, are, there- 
fore, futile and suicidal. On the other hand, the wage- 
earners plead that employers take a disproportionately 
large share of the joint product and that they must be 
forced to give up their ill-gotten gains. Labourers, there- 
fore, organize themselves, and by means of collective 
bargaining, which is substituted for individual bargains, 
so disadvantageous to workmen, extort higher remunera- 
tion and better conditions of work from the employers. 
The State has passed laws for their protection, and 
systematic attempts are made to decide disputes between 
capital and labour by conciliation and arbitration. In 
the contract between capital and labour, the latter is 
certainly at a disadvantage and hence the need of protect- 
ing and strengthening its position. 


292. Chief Features of the Problem.—In 
considering the problem of wages and of the general 
condition of workmen, we have to fix our attention upon: 
(1) the wage contract, (2) the rates of wages obtained by. 

$3 
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different classes of workmen, (3) the factors which govern 
these rates, (4) the conditions in which Jabourers have to 
work, (5) the safeguards the State has provided for the 
fair treatment of workmen and measures taken for en- 
suring their safety and health, and (6) organizations of 
workmen started and conducted to protect and promote 
the interests of members and to ameliorate their econo- 
mic and social condition. Unless all these questions are 
carefully studied, it is impossible to obtain a correct idea 
of the condition of workmen and the measures which are 
necessary to improve it. 


When it is said that the labour or wages question in 
India is not as urgent or difficult as it is in other countries, 
it is not to be supposed that the Indian workman is well 
off and that little need be done to improve his condition. 
What the statement means or ought to mean is that the 
factory system has not yet established itself in this coun- 
try to such an extent as to create a large class of wage- 
earners crowded in cities and at the mercy of employers. 
The bulk of our labourers are autonomous’ workers, 
cultivators and handicraftsmen, and a very small propor- 
tion are mere receivers of a wage. Most of them live in 
villages and small towns, and their wages are regulated 
by custom. But this state of things is being steadily 
modified on account of a general rise of prices, extension 
of the means of communication, the increase in the num. 
ber of factories, the decay of old indigenous industries and 
@ growing tendency towards migration. Labour condi- 
tions vary from province to province and industry to 
industry to such an extent that it is difficult and dangerous 
to generalise in this matter. An attempt will here be 
made only to indicate roughly the position of labour in 
relation to the points noted above. 

203. Labour Contract.—First, as regards (1) the 
labour. contract, in rural parts of the country, a kind 
serfdom still prevails, and it is a relic of old times. 
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'“ Tf a poor man required Rs. 100 to enable him to 
get married or to clear himself from debt, he would © 
mortgage his service for a period of about five years 
and receive his Rs. 100 in advance; while the mort- 
gagee was bound to feed him during the period of . 
service. Many of the Deshmukhs, Deshpandes, and 
rich landholders engaged labour in this way; and the 
practice continued in some degree to quite recent 
times. In the days when land was available for all, 
however, it would have been only the very poorest 
who would mortgage their labour in this way, or even 
engage themselves as yearly tenants.’’* 


This old system is, however, rapidly disappearing and 
the development of society from status to contract, is 
very rapid. Village economy has been disorganized and 
the customary relations of different classes and castes 
towards one another, are changing. The practice of 
unpaid customary labour is dying cut, and the urban and 
modern system is taking its place. The Government of 
Bombay, for example, state in their Resolution on the 
Land Revenue Administration Report for 1908-09, that 
‘‘in the Surat Distriot, the Anavala Brahmin is losing the 
services of his halis or hereditary serfs, and everywhere 
customary tasks at customary wages are giving way to 
full contracts.” 

An attitude of independence on the part of labour ig 
everywhere visible and particularly in cities and in centres 
of commerce and industry. Labourers have become con- 
scious of their importance and of their placein industrial 
economy, and the growing demand for their services has 
largely contributed to this result. Domestic servants and 
unskilled labourers show this tendency as much as factory 
workers and artisans. A sort of a wage-earner’s contract 
is becoming common and the workers insist upon its terms 
being strictly observed by the employers. Factory Acts 
have laid down certain conditions of work and imposed 


"© Keatinge: Rural Economy in the Bombay Deccan: page 67, 
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obligations on the employers, and workmen have realised 
that they have rights on which they can take their stand. 


Another factor that must be borne in mind in this 
connection, is the constancy or otherwise of employment. 
When the labourer is bound by contract, he has'the 
advantage of continuous employment, though his wages 
may be low. Agricultural labourers and workmen en- 
gaged in industries which work only during certain 
seasons, like ginning for instance, are thrown out of 
employment at the end.of the season. The living of 
most unskilled labourers is, therefore, precarious and 
they turn from one job to another and suffer when there 
is no work to do. , Higher rates of wages must compen- 
sate them for this occasional loss of employment. 


204. Indenture System.—The system of inden- 
tured labour under which coolies emigrated to the Colonies 
in large numbers, has been strongly condemned‘ as de- 
grading and demoralising and is on the way of total 
abolition. Indentured emigration to Natal was stopped 
in 1911, the Emigration Act of 1908 having been suitably 
amended in 1910 for the purpose at the instance of the 
late Mr. Gokhale, who, two years later, moved another 
resolution recommending that Government should ‘ take 
the necessary steps to prohibit the recruitment of Indian 
labourers under contract of indenture, whether for em- 
ployment at home or in any British Colony.”¢ Objection 
having been taken to his comparison between the system 
of indenture and slavery, Mr. Gokhale replied :-~ 


“Tt is true that the system is not actual slavery, 

but it is also true that itis not far from it. The con- 

_ tract is not a free contract. You have here the right 
of private arrest, just as they had in the case of 
slavery. Moreover, the labourer is bound to his em- 
ployer for five years and he cannot withdraw from the 








¢ See Mr. Gokhale’s Speeches, pages 604-643. 
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contract during that period. And there are those harsh 
punishments for trivial faults. Therefore, though the 
system cannot be called actual slavery, it is really 
not far removed from it.” 


A strong case was made out against indentured emi- 
gration to Colonies like Trinidad, British Guiana, Jamaica 
and Fiji, and as a temporary war measure it was stopped 
early in 1917. The interests of the employers in the 
Colonies have all along stood in the way, and all argu- 
ments in favour of the system such as the economic 
benefit derived by the labourers, were proved to be 
unsubstantial in a despatch sent by Lord Hardinge’s 
Government on that subject to the Secretary of State. 


In a despatch to the Government of India, dated 
September, 1917, the Secretary of State for India re- 
marked :— 


“TI agree with Your Excellency’s Government 
that any new system of emigration must be free from 
the suspicion of liability to the charges brought against 
the old system that it was based on fraudulent recruit- 
ment; that it involved slavery for men and that it 
resulted in the prostitution of women.” 


| The question was considered by an Inter-Depart- 
mental conference in London and a new scheme for a 
system of free emigrations assisted by the Colonial ad- 
Ministrations was evolved. It is stated that under the 
new scheme, while all the advantages of the old system 
are retained and even improved, the emigrant labourer 
will not bé bound to any employer except for the first 
six months of his stayin the colony. The difficulty of 
solving the problem lies in ensuring complete liberty 
to the labourer and at the same time in giving him 
effective protection against fraud or ill-treatment. Under 
a free contract, it is pointed out, the position of the 
emigrant is likely to be worse and all emigration to the 
_ colonies will have to be prohibited. In any case, there 
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must be no return to the indenture system under a new 
name and Government must stick to the principle that it 
is not the business of India to supply coolies for the 
exploitation of the resources of the colonies. 


Speaking at a meeting of the East India Association, 
Mr. H. S. Polak recently observed :— 


_ “When industries and agriculture within the 
country were starving for labour it was absurdly 
quixotic to help outsiders to obtain it. There was no 
way of protecting the ignorant Indian peasant from 
the tortuous devices of the unscrupulous recruiter. 
What Indians claimed, if emigration were at all de- 
sirable or feasible on a voluntary basis, was not mere- 
ly an Indian labour settlement, the bulk of whose 
product and profits would be enjoyed by white planters 
but an Indian colony in the full sense of the word.” 


For several years an indentured labour system prevail- 
ed in India itself, e. gin Assam, where the tea planters 
imported coolies for théir gardens from the neighbouring 
provinces. For more than sixty years, ‘ questions relating 
to the supply of labour for the tea industry in Assam, the 
condition of the labourers on the estates and the enactment 
and working of special labour laws, have attracted much 
attention and have formed the subject of several detailed 
investigations by specially appointed committees.’ The 
law in this matter was amended and consolidated by the 
Assam Labour and Emigration Act of 1901. This Act too 
was amended in 1908 and a steadily increasing proportion 
of the immigrant labour was engaged under ordinary con- 
tract, Government having gradually withdrawn successive 
districts in Assam from the operations of the Act of 1901 
which authorised an indenture system. 


The Assam system had two salient features: penal 
contract with the labourer enforceable through the criminal 
courts and provisions for the protection of the labourer. 
Coolies were recruited through (1) contractors and (2) 
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rden Sardars, persons employed by. the planters. 
ndentured labour has now ceased altogether and recruit- 
ment by contractors, which led-to many abuses, has been 
abolished. Labour in Assam is now free, though recruit- 
ment is regulated by law and is now controlled by a 
special Board consisting of representatives of the planters 
and an officer of Government. 


205. Rise in wages.—(2) During the last few 
years, wages of all kinds of labour have risen. The statis- 
tics available. on this point, are not very accurate and can- 
not, therefore, be relied on. We have also to take note of 
circumstances which accompany the money wage in order 
to find out ‘real’ wages. From every Province, however, 
comes the report that there is a general rise in wages. In 
Madras, for instance, “the wages of unskilled labour have 
everywhere shown a marked tendency to rise... Domestic 
wages have certainly risen, and Government servants on 
low pay have for several years past, been granted grain 
compensation allowances.... The monthly rates of wages 
for farm servants, however, followed the general rise. 
Wages of artisans also rose.” In Burma, “during the ten 
years (1901-10) the translation from a natural to a 
money economy has made further progress. Most agricul- 
tural labour, however, is still paid in kind, and the field 
labourer’s wages aS measured in money have therefore 
risen in Lower Burma. In Upper Burma also agricultural 
wages tend to rise, owing to the increased annual exodus 
of field labourers to Lower Burma.” 


“In the Punjab, cash wages are steadily displac- 
ing old customary wages in kind, the process being in 
many parts already complete. At the same time 
wages of unskilled labourers and of skilled artisans 
have doubled in the past twenty years, the greater 
portion of the advance having taken place in the last 
ten years, and in particular since 1905. This increase 
represents an increase in real wages though not of the 
same extent as in the rupee equivalent, and marks 
the operation of the law of supply and demand eman-+ 
cipated from the dead hand of custom.’* 


These instances sre typical of what is happening all 
over the country. - .- | 








_* Decennial Moral and Material Progress Repott, 1913. 
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If different industries are taken, it will be found that 
the rise in wages has not been uniform. It is curious to 
notice that ‘the coolies in tea gardens appear to be in the 
worst position, as their rca/ wages have fallen 5 per cent» 
below those in the basic period,’ though it is pointed out 
that these labourers get rice at a fixed rate, generally 
lower than the market rate. The comparative lowness of 
the wage on the tea gardens struck the committee which 
inquired into the question of Assam labour in 1906. The 
Director of statistics observes :—~ 


“Tt is interesting to note that the rise in the wages 
of industrial labour has not been so great as in the 
case of agricultural labourers and village artisans. 
Money wages have over long periods increased in all 
industries, and the rise has generally been greater 
than or equal to the rise in recail prices except in the 
tea, sugar and brewing industries. An examination 
of Indian wage statistics during the last decade shows 
that this is certainly the labourer’s day.’* 


The rise in wages can, of course, be beneficial to 
labourers only when tke prices of their necessaries of life 
have not gone up in proportion, or the general purchasing 
power of the money wages has increased. If the field 
labourer is paid in kind, and food grains become dearer, he 
obviously benefits; but if he has to purchase food with his 
money wages, the increase in wages must be greater than 
the rise in prices. ‘The factory labourer may have to pay 
more for rent, food and cloth ng and he may be none the 
better for enhanced wages. ‘In Bengal,’ we are told, ‘the 
labouring classes were not much affected by high level of 
prices, The great majority are field labourers, who are 
mostly paidia kind. Their wages remain the same, but 
the value of grain has risen. When they are paid in cash, 
their wages have increased, notably in Bengal, where the 
supply of labour is. frequently shcrt of the demand.’ 


ere aameenaam amet aaa aaa anna enema ee Beastial 
© Review-of the Trade of India in 1913-14. 
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Many factors have to be taken into calculation, therefore, 
in estimating the effect of higher money wages upon the 
condition of the labourer. 


206. .Causes of the Rise.—(3) The law of de- 
mand and supply is, of course, a great regulator of prices 
and among them of the prices of labour. Workmen of a 
particular class may be in greater demand at a time and 
naturally their wages must go up. That is certainly one 
of the causes of the recent rise in wages in India, and. it 
is intensified by the immobility of labour and, therefore, 
by a lack of competition. The available supply bas also 
diminished owing to deaths due to plague, which alone 
has carried off nearly a crore of people since its advent 
into :his country. High mortality among labourers has 
thinned their ranks and it seems tobe an important factor 
in the situation. 


A general rise in prices is another cause of the 
increase in the scale of wages. Economists have discussed 
various theories concerning wages, such as the cost-of- 
production theory, the wages-fund theory, the stanadard- 
of-life theory and the productivity theory of wages. None 
of these theories is satisfactory by itself, though each one 
of them contains some truth, and they are complementary 
to one another. Wages will rise if the wealth produced 
by a community increases owing to greater efficiency or 
the application of more capital. But the workmen must 
be sufficiently organized and. intelligent to secure their 
proper share of the increased out-put of wealth. Similar- 
ly workmen come to have a certain standard of life which 
steadily improves and necessitates the payment of a 
higher wage. 

Higher prices and increasing wants regulate the 
remuneration workmen must receive if they are not 
tied down by custom. Generally wages lag behind prices 
and gradually overtake them. Take, for instance, the 
case of an unskilled labourer in a city like Poona. 
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The normal daily wage of such a labourer twenty years 
ago was four annas. But at that time, Bajri used to 
«sell at 16 seers and rice 10 seers a rupee; house rent 
was low, vegetable oil sold at 4 seers per rupee and, on 
the whole, necessaries of life were cheap. Now he 
seldom gets 9 seers of Bajri, 6 seers of rice and 24 seers 
of oil per rupee, and it is no wonder if he demands 
7 annas a day as his wage. 


207. Factory Life.—As to (4) conditions of work 
they depend upon the kind of industry in which the 
labourer is engaged. Work in the field is, of course, the 
best from the point of view of the labourer’s health, and 
though village sanitation in India is far from satisfactory, 
life in the open air and in cottages or small houses is 
preferable to residence in over-crowded tenements in 
cities. There is doubtless much sweating in some of the 
home industries, but on the whole, there is greater free- 
dom enjoyed by operatives engaged in indigenous i in- 
dustries of the old type. 


It is machinery, working in stuffy rooms in the midst 
of noise and constant bustle, and the continuous strain 
which labour in factories and workshops imposes that tell 
upon the health of the operatives. The autonomous 
worker is his own master and he and the members of his 
family, who may have to work long hours, have still the 
consciousness of independence and enjoy an amount of 
liberty which is denied to the operatives working for a 
master. The latter have to toil at their wearisome task 
and their lot is often hard. The social effects of the 
factory system on labourers are very detrimental, es- 
pecially when women are employed. There is no one to 
look after the children left at home and the domestic life 
of the operatives is rendered miserable. 


The jobber supplies labour in several Indian mills and 
acts as a middleman. This system frees the employers 


isn INDIAN ECONOMICS. 


from all worry about the supply of labour, but it places 
the workmen at the mercy of an unscrupulous person 
bent upon personal gain. Wages are not paid weekly as 
in England and operatives have to borrow to satisfy their 
daily requirements. Wages are usually kept in arrear 
and are paid weeks ufter they aredue. Children are made 
to work in factories when they should livea life of freee 
dom in the open air, and this leads to the physical deteri- 
oration of the young generation of working men. There 
is no ‘home’ for workmen when their wives have also to 
work in factories. The health of children must suffer 
under these conditions. The position of artisans, like 
the carpenter and the mason, is far better; their wages 
are high ; they enjoy great liberty and their work is not 
so taxing. : 


208. Factory Acts.—(5) It was, therefore, to the 
factory operatives that attention was early directed, and 
experience of western countries led the State to -legislate 
for their protection. As textile and other factories on 
modern lines arose in the country, conditions of work in 
them had to be controlled in the interest of the operatives. 
The latest piece of factory legislation is the Indian 
Factories Act of 1911 which repealed the earlier Act of 
1881, amended by the Act of 1891. This last Act provid- 
ed for the fencing of machinery, and for the promulgation 
of rules as to water supply, ventilation &c. The hours of 
employment for women and childern were prescribed 
and the appointment of inspectors of factories was provid- 
ed for. | 


The increasing use of electricity in the Bombay mills 
made it possible for the oparative to work for 14 0r #5 
hours a day, and the industrial boom of 1904-05 made sugh 
excessive hours of work notorious. On hearing cont: 
plaints of such abuses, Government ordered an enquiry to 
be made into the question by a committee in 1906 and by 
a commission which reported two years later. .The 
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majority of the commission deprecated any limitation of 
the working hours of male adults. But they recommends 
ed the creation of a class of “‘ young persons” between 14 
and 17 years of age who were not to work for more than 
12 hours a day, thus indirectly limiting the hours of work 
for adults to 12, The Act of 1911 shortened the hours of 
children’s and women’s work, and as the evil of excessive 
hours of work was found prevalent in textile factories, it 
restricted the hours of employment of adult males there 
to 12 hours a day. 


This provision about the limitation of hours of work 
was regarded as extraordinary, and as an unnecessary 
encroachment upon individual liberty. Some mill-owners 
indeed welcomed the restriction as calculated to prove 
beneficial to the operatives and to enhance their efficiency. 
But others strenuously opposed the innovation as injuri- 
ous to the interests of workmen as well as to those of em- 
ployers. It was said that the evil complained of was not 
widespread ; that the operative did not want che limita- 
tion of hours ; that they worked willingly for a longer 
time as they obtained higher wages for the additional 
work ; that the work did not put an excssive tax on the 
health or the energy of the workers ; and that the agita- 
tion in the press for restriction was misleading and not 
entirely unselfish. 


In the course of his remarks on the Factories Bill in 
the Viceregal Council* the Hon’ble Mr. Dadabhoy present- 
ed the following portrait of the Indian factory worker :— 


“The Indian operative is not capable of concen- 
trated or continuous labour or of prolonged and sus- 
tained effort. He is by nature not disposed to take his 
work seriously ; hehas an incurable habit of spreading 
the work he has to perform over a long period of time - 
he invariably works in an easy, careless, perfunctory | 
manner; he must needs loiter in the midst of work, cat di 


* 3rd, Jonuary, 1911. ae 
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he, as though intuitively, makes up for prolonged hours 
of work by being slack during no inconsiderable por- 
tion of his routine work. His work is done neither 
with strenuousness nor alacrity and compares most 
unfavourably with the standard enforced in European 
countries.” ) 

The Indian factory labourer has produced the same 
impression upon visitors from foreign countries. But his 
laziness and lack of concentration did not justify excessive 
hours of work at noisy, nerve-racking machines in the 
midst of surroundings that were bound to tell upon’ his 
health. And the accounts which were published, of the 
conditions in which the mill hands lived and worked 
and earned their wages, could not but excite the sympathy 
of the public; and, in the long run, it was felt, the 
employers themselves were bound to suffer owing to a 
loss of efficiency in their workpeople. Factory owners 
are not, however, inclined to look ahead or feel for their 
labourers as they feel for their profits; and though there 
are honourable exceptions, this is the usual conflict of 
interest between capital and labour. 

209. Labour Organizations.—(6) Labourers in 
India are almost absolutely unorganized, ignorant and 
unenterprising. 

“For the present the condition of the Indian 
working man is wonderfully like that of the English 
working woman. He does not understand his own 
position well enough to enable him to act effectively. 
Only the faintest glimmer of Trade Unionism is - 
streaking his horizon with light.” t 

The Indian factory worker does not usually settle in 
or near the industrial centre ; he has his ancestral home 
and patch of land, perhaps the property of a joint family, 
to which he returns during certain seasons of the year. 
He supplements the family income by his wages as a 
factory operative. 


¢ J. Ramssy Macdonald: Fhe Awakening of Indie. 
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A proletariat is being steadily formed in this country; 
but it does not yet consist, as in thé West, of landless 
men who have made crowded cities their homes and who 
have little to draw them away to the village. This is, 
from one point of view, a satisfactory feature of the 
workman’s life ; but from the point of view of the work 
in the factory, it leads to disorganization and waste, 
‘The employer of labour in this country,” it is said, 
therefore, “is wholly at the mercy of his operatives.” 


We hear, now and again, of small strikes among 
factory hands but the use of this weapon is neither 
systematic nor sustained. The recent strike among 
factory workers at Ahmedabad and postmen in Bombay 
showed how a substantial increase of wages ‘could be 
obtained by concerted and sustained action on the part of 
mill hands and also how employers can resist extra- 
vagant demands by means of organized opposition. The 
strike, at present, is only a mild way of ventilating griev- 
ances and there are no labour organizations behind the 
workmen most of whom are illiterate. Neither employers 
nor workmen, as corporate bodies, have made satisfac- 
tory arrangements for the performance of functions 
which trade unions in the West have taken upon them- 
selves. ‘The Jobber is still the master of the situation 
and finds it io his interest that there should be frequent 
changes among the hands.” * 


** One finds this industrial class swarming in over- 
crowded coolie lines, sometimes regimented by an 
over-seer to whom the workers owe their job and who 
in consequence demands commissions from them, 
sometimes living in ordinary working class parts of 
the town under exceptionally hard conditions. "ft 








* Collector of Bombay, reviewing sa of the Chief Inspector of 
Factories in 1912. 
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219. Employers’ Duty.—A few conscientious 
employers are trying to provide good houses and other 
amenities of life to their workmen and education to their 
children; and the arrangements made in this connection 
are satisfactory. The example must, however, spread 
and employ-rs must realise that action in this direction 
is as much in their own interest as in that of the working 
men. No one would like to have here the labour troubles 
that have now become a common chronic feature of in- 
dustrial life in the West. But the remedy for this does 
not lie in keeping workmen ignorant and unorganized ; 
it lies rather in timely measures taken to avoid the mis. 
takes and to prevent the evils of the West. The time is 
no. yet when the Indian workmen may appreciate the 
remark of a leader of Western labour that “one with an 
experience of the West must look upon this commercial 
philanthropy with grave misgiving, whatever immediate 
benefit it may be to the workers.” * 


In the face of the illiteracy that prevails in the 
country and of the apathy on the part of workmen as 
well as employers, the solution of the problem is very 
difficult. The operatives are at the mercy of jobbers and 
money-lenders to whom they are driven by ignorance, 
extravagance and vice. 

* It should always be remembered that the Indian 
labourer must be.led and not driven. He is not as is 
the inhabitant of western lands consumed by the 
desire to rise in the world. The caste and joint family 
system hold him back and he is content with the same 
simple fare and surroundings as his father had before 
him. If dissatisfied with conditions of work in the 
town, he will make no complaint but go back to his 
village life.” t 

Disorganization of the old social and economic system 


and illiteracy are the two principal obstacles in the way 
SAPS seers UaNRNasatnraestemanisngbesdnsnnie muses 
© J. Ramsay Macdonald. 
+ Fremabtles Report on the Condition of Labour ie the United Provides. 
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of the promotion of the well-being of the working classes. 

The problem must be tackled from the two ends, the 

employer and the workpeople. The employers in their 

own interest, have to organize the supply of labour and 

promote :ts efficiency. The labour population in towns 

is a floating population and employers are not sure if 
their money would be usefully, spent on its improvement.: 
But it is pointed out that if life in the centres of industry 
is made more attractive than it now is, the workmen may 
be induced to live there, more. or less permanently, in 
spite of their attachment to the village home and lands. 
The proper housing of factory hands, the education of 
their children and a general improvement in the condi- 
tions of work in factories, are directions in which reform 
is required. There has already been much talk about 
these questions, but there are only a few isolated instances 
of employers who have taken them up seriously. On the 

whole, there is apathy and lack of concerted aciion in 

these matters.f 


In other countries there are splendid organizations of 
workmen, and they have now won for homiselves an 
important place in public life. Their action is both bene- 
ficent and militaht. The trade uuions help their members 
in a variety of ways and try generally to improve the 
position of the working classes. Oj the militant side also 
they have won success, particularly in lessening hours of 
work and increasing wages, and the State itself has come 
to the assistance of the labourers by making arrangements 
for old age pensions, insurance against sickness and dis- 

+ In the Tata lron ond Steel Works at Sakchi, up-to-date and ideal 
arrangements have been made ior the housing and the general comfort of 
labourers. 

Employers of labour in several cotton mills and other factories are also 
making similar provision. ‘Welfare funds’ have thus been started i1 connection 
with certain miils in Bombay and large amounts taken out of protits are to be 
utilised in promoting the well-being of the operazives. Dispensaries and grain 
shops are attached to factories and chawls have been erected in the vicinity of 
mills for housing workmho. 

ss 
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ablement. There is unfortunately a tendency ‘among 
workmen to go to extremes in the matter of strikes and 
here they have lost public sympathy which is their great 
asset. - S 


_ Unskilled labourers and women are, as a rule, at a 
disadvantage and have to be content with low wages and 
unsatisfactory conditions of work. But coolies in docks 
and other places where great physical strength is re- 
quired in lifting and carrying about heavy loads, earn high 
wages. In India, labourers are scattered, except in large 
industrial centres, and concerted action is impossible in 
their case. The old caste organizations are unsuited to 
factory life as in factories there isa promiscuous mixing 
up of people of different castes. The lives of operatives 
have to be adapted to their environments so that they 
may. try to improve them. Even where workmen are in 
numbers, they are helpless, without leaders and without 
organization. Spread of education among them will alone 
enable them to understand their rights and to make 
efforts to improve their condition. 


The lot of the labourers engaged in factories, mines, 
railways and on plantations may be improved by the 
beneficent action of far-seeing and sympathetic em- 
ployers, as much as by combined pressure brought to bear 
upon them by the operatives. In agriculture and the 
other indigenous industries in which the bulk of the In- 
dian labourers are engaged, combined action on the part — 
of workmen is not to be expected and only the good 
sense of the employers must be trusted to ensure satisfac- 
tory conditions of work and decent wages. There is a 
large-amount of casual labour employed in these industries, 
arid its wages are determined by the number and the 
needs of the workmen. The employer will usually give 
his labourers just enough to enable them to keep body 
and soul together and they are often at his mercy. Such 
labour is lazy and careless and dear even for low Wages. 
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21. Summary.—The labour problem in western 
countries is mainly concerned with trade unions, strikes, 
agitation for a minimum wage, syndicalism, and class 
conflict. In this country, custom still rules in the relations 
subsisting between capital and labour, which are not 
sharply marked off. ‘The factory system is in its infancy, 
and the use of machinery is the exception and domestic 
industry the-rule. A working class is beginning to be 
formed in large centres of industry and a labour problem 
in the western sense is just arising. So long as wages 
are governed by custom and conditions of work in the 
field and elsewhere are dictated by tradition, labourers 
are content with their lot. But the old village economy 
has now been disturbed, and questions ee to labour 
are demanding attention. 


One of the most striking economic phenomena of 
recent times is the general rise that has taken place in 
the wages of labour. * Demand for labour, skilled and un- 
skilled, has increased and workmen are slowly becoming 
conscious of their importance and potential strength. 
Agricultural labour is still paid in kind partially, if not 
wholly, but money payments are fast being substituted. in 
the place of payments of grain. Scarcity of labour is due, 
to some extent, to the havoc made by plague and other 
diseases among the ranks of workmen, but the demand 
may be easily met if people will leave their ancestral 
lands and go out where higher wages are to be obtained. 
Such migration is slowly becoming a common feature of 
the life of labourers in certain parts of the country. 


The relations of employers and workmen are being 
more and more regulated by contract, and the latter know 
how to drive a hard bargain. But in agriculture and other 
industries, a species of serfdom, a relic of the past times, 
still prevails in certain rural parts of the country and the 
needy labourers have little freedom in making & favour- 
able. cantract with the employer. The system of indene 
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tured labour under which thousands of Indian labourers 
emigrated to British and other Colonies, has now practi- 
cally come to an end, the popular agitation carried on- 
against that demoralizing and degrading system, having 
produced a strong impression upon the Government. For 
generations, labourers in Assam were recruited by the 
tea planters on the same system. Several laws have been 
made for reguliting that system and inquiries instituted; 
and now indentured labour has disappeared on the tea 
plantations. Recruiting by meatis of licensed contractors 
also has been abolished and a special board has recently 
been appointed to supervise recruiting which is allowed. 


The rise of wages has been general and is partly due 
to euhanced prices of food grains and other necessaries of 
life. It is believed that on account of a growing demand 
for labour and high prices, the ‘real’ wages als> have 
increased in most industries, and the position of the 
working classes has materially improved. In the absence 
of education and organization, labourers cannot stand out 
for better conditions of work, and even in certain in- 
digenous industries, much sweating prevails. But it is 
particularly in factories of the modern type where com- 
plicated machinery is used and hundreds of labourers have 
to work together at their machines in crowded rooms, 
that the evil is great. Factory laws have, therefore, been 
passed in India as in all other countries for protecting the 
labourers and ensuring their safety and health. Special 
regulation was necessary in the case of women and 
children. 


With the rise of mills and factories in this country, 
the State had to-enact such laws. The use of electricity 
in mills, led the employers to make the labourers work 
for 14 and more hours a day. ‘The operatives made more 
money by working longer but it was found that the strain 
was detrimental to their health. The Factory Act of 
1911 prohibited the employment of workmen for more. 
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than twelve hours a day in textile factories, where the evil 
was particularly serious. The other provisions of the Act 
‘introduced greater safeguards than the earlier Act of 
1891 for the health and safety of operatives, special 
restrictions being imposed on the employment of women 
and children. 


Working class legislation has done much for the 
benefit of factory hands and other labourers in western 
countries, but the organizations of the labourers them. 
selves are doing even more. The factory system in India 
has not yet established itself on as wide a basis as in the 
West. The workmen here are ignorant, scattered, un- 
organized. They must learn the lesson of self-help and 
efforts must be made to teach them that lesson. It will 
be years before we have, in this country, powerful labour 
organizations on the western model. But with the 
growth of capitalism, we must have strikes and labour 
organisations, and workmen must systematically protect 
their interests. Employers also have to realise that a 
more intelligent, better housed and better fed labour 
population means greater efficiency of production and 
higher profits. Some employers have come to understand 
this and they are doing what they can to improve the 
condition of labour. 


Chapter XYI. 
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212. What is a Tax?.—It now remains to con- 
sider the claims of the last sharer in the national] dividend, 
viz. the State. The part taken by the State in wealth- 
creation is indirect and, in certain exceptional cases, also 
direct. The State is not a parasite which receives an in- 
come that it does not earn. It represents the community 
whose members contribute to its expenses and the State 
may also receive rents and profits. The methods of rais- 
ing revenue have varied from time to time and country 
to country; and popular control over it and over the 
expenditure of national revenue, depends upon political 
liberty and constitutional rights enjoyed by the people. 


- The right of the ruler to take a share of the in- 
come of the subject and to levy imposts of various kinds 
on different forms of wealth produced by the people, has 
always been recognized in India. A good ruler was ex- 
pected to levy moderate taxes so that they might not 
press heavily upon his subjects; but their range was 
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usually very wide. The ancient law-givers lay down what, 
shares the king may take and the duty the people owe to 
him to pay the taxes. In pre-British times, cesses and 
fees as well as direct and indirect taxes were well-known; 
and they were all levied on & well-defined and regulated 
system. The science of finance is a recent growth and 
the principles of taxation have been steadily evolved. 
Principles of, equity, faculty or ability or benefit derived 
and equality of sacrifice, have been developed ; and the 
statesman is expected to weigh carefully the social, econo- 
mic and political effects of the taxes he imposes. 


Some of the so-called taxes are merely fees or prices 
paid for specific services rendered by the State or other 
public powers. In reality there is no idea of a guid pro 
guo, or of a direct exchange of services involved in taxa- 
tion, and their membership of society imposes upon people 
the duty of contributing towards the expenses of the State. 
A tax has been defined as “a compulsory contribution of 
the wealth of a person or body of persons for services 
rendered by the public powers.”* An attempt is, of 
course, made to make the individual's contribution propor- 
tional to his ability to pay, measured by his income, and 
to make the sacrifice equal. Taxation is also used as an 
indirect means to promote certain ends which apparently 
lie out of the province of the taxing authority. The State 
determines how much it will require for its annual expen- 
diture, and distributes the amount among various forms 
of taxation... 


213. Indian System of Taxation.~—The revenue 
of the Indian Government is made up of different elements : 
(1) income from its own property, lands, forests, railways 
leased out to companies, (2) income: from its commercial 
undertakings like railways directly managed by the State; 
Canals, the Post Office, monopolies of sale, &ec. aud GY 








* Bastable: Public Finance. 
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taxation proper,- viz. contribution levied upon the people 
(i) directly, like the land tax and the income tax and (ii) 
indirectly, like taxes upon commodities e. g. customs and 
excise duties and upon actions like stamp and registration 
duties. In India, there are two taxing authorities, the 
Government of India and the local bodies. The revenues. 
of the latter are extremely small and the bulk of the 
taxation is impdsed by the former, the Provincial Govern- 
ments being denied the power of independent taxation. 


(1) One striking feature of the Indian tax system is 
the comparatively large proportion the land tax bears to 
the total State revenue. Ina previous Chapter we have 
dealt at some length with the subject of land and shown 
that the Indian land revenue is a property tax or a 
tax on agricultural incomes, that land in India is not, 
as is ‘oftentimes supposed, the property of the State, 
and that, therefore, income derived from it cannot be 
regarded as rent taken from tenants. India is «id to be 
one of the most lightly taxed countries in the w. 1d, and 
this statement is mainy based on the assumption that land 
revenue is a rent. Sir John Strachey", for instance, says: 
—‘‘ The State in India has, at all times, reserved to itself 
resources which, in other countries, belong to individuals 
and which render heavy taxation unnecessary. There 
is certainly no country in the world, possessing a 
civilized Government in which the public burdens are so 
light.” And further :—“ In Enland taxation supplies five- 
sixths and in India not much more than one-fourth of the 
public income.” 


It must not be forgotten that the Indian system 
of taxation is the system of a poor and mainly agricultural 
country and that it is not subject to the control of the In- 
dian people. The land tax bad always been the mainstay 
of all Governments in the world before the development of 
an extensive and complicated industrial organization. 
Formerly land was the only valuable property that could 
be taxed, but now other sources of revenue are much 
more important, and productive. The economic evolu- 
tion which is taking place in India is bound to move in the 
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same direction, and in the future the proceeds of the land 
tax will bear a smaller ratio to the total revenue of 
Government than it does at present. 


(2) With foreign trade and manufactures expandin 
every year, with the extension of the means of communi- 
cation, and with the growth of banking, the present 
income tax, customs and excise as also new taxes like 
inheritance duties are sure to assume greater importance. 
Land revenue isa kind of income or property tax; but 
other incomes and properties have so far escaped their 
reasonable burden, though license duties and trade taxes 
have been tried and a low general income tax has been 
in existence for over a generation. The Indian tax- 
system requires readjustment and radical improvement. 
And the comfort Sir John Strachey administers is no 
comfort at all, because his remark only shows that 
India is a poor country and that its tax-system is unsuited 
to its needs and changing conditions. 


(3) Another noteworthy feature is that our customs 
revenue has been, comparatively speaking, small, and 
the free-trade conscience of our Government and the pres- 
sure of British manufacturers and merchants are mainly 
responsible for this state of things. (4) Financial cen- 
tralization and the complete dependence of Provincial 
Governments on the whim and charity of the central 
Government in the matter of taxation and expenditure 
constitute another drawback of the Indian system of 
finance. (5) A further weakness of the system lies in 
the poverty of the local bodies whose sources of income 
are unproductive and inelastic and which are, therefore, 
not able to undertake those works of public utility which 
characterise the administration of local authorities in 
western countries. (6) Lastly, the power of the purse is 
not in the hands of the people and there is no popular 
control over taxation and expenditure. Government, 
therefore, cannot and does not levy taxes which it ought, 
and does not spend those that dre levied in the manner 
the tax-payers would like them tobe spent. We shall 
bring out these points in the course of the present 
chapter and shall attempt to show how financial reform 
of a comprehensive character is an urgent need in India 
in the interests of the welfare of the people. | 
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We give below a statement of the revenue and ex- 
penditure charged to revenue, of the Government of 
India, in India and in England :— 





Revenue. 


: 1918-19 
1918-14 | (budget). 
Principal Heads :— 


Land Revenue ... 















£. £. 
21,391,575 22,308,000 


Opiun ... vee abe 1,614,878 3,191,800 


Salt 3,445,305 3,492,200 
Stamps... 5,318,293 5,928,000 
Excise... 8,894,300 10,373,700 
Customs 7,058,220 10,714,400 
Other Heads 5,496,175*| 10,183.900t 


Do, 128,046 66,242,500 


EA STE SP Ree ape omy 


1,352,119 3,552,600 
3,098,019 4,782,800 


Total Principal Heads ... 
Interest 


Posts and Telegraphs 















Mint 339,841 376,000 
Receipts by Civil Depts ... 1,408,286 1,956,100 
Miscellaneous ... 772,579 1,295,200 
Railways: Net Receipts... 17,625,634 22,983,700 
Irrigation 4,713,159 3,320,400 
Other Public Works 298,640 304,900 
Military Receipts 1,369,652 1,532,700 
Total Revenue  95.907.175 ~ 108,346,900. 





* Includes £ 1,950,250 on account of Income-tax. 
fF: Includes £ 6,313,200 on acgount of Income-tax. 
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Expenditure. 
z 1918-19 
1918-14 (budget). _ 
£. £. 
Direct Demands on Re- 
venue : : 9,274,597 10,438,300 
Interest 1,515,653 7,784,300 
Posts and Telegraphs 3,272,984 3,931,400 
Mint 132,630 170,000 
Salaries and Expenses of 
Civil Departments 17,934,199 22,993,000 
Miscellaneous Civil 
Charges 5,403,804 5,644,700 
Famine Relief and Insur- 
ance ... as sé 1,000,000 1,000,000 
Railways: Interest and 
Miscellaneous Charges.. 12,836,107 13,782,000 
Irrigation 3,001,867 3,928,700 
Other Public Works 7,010,038 5,945,600 
Military Services 21,265,765 30,532,700 
Total Expenditure, Im- 
perial and Provincial ... 83,177,638 106,150,700 
Add— 
Provincial Surpluses 325,692 351,400 
Deduct— 
Provincial Deficits 608,578 446,700 
Total Expenditure Charg- 
- ed to Revenue - 82,894,752 106,055,400 
Surplus si a 2,291,500 
Total 85,207,175 108,346,900 





Surplus (+ 

Year. Gross Revenue; Expenditure. or 
Deficit (—) 

: £ 





1875-76 51,019,140 49,013,871 + 1,668,945 
1880-81 50,228,038 52,648,968 | —2,420;,930 
1885-86 48,105,356 | 49,973,174 | —1,867,818 
1890-91 54,444,668 51,985,887 | + 2,458,781 
1895-96 59,395,326 | 58,372660|  +1,022,666 
1900-01 66,806,579 65,136,375 | + 1,670,204 
1905-06 70,846,565 | 68.754,337 | +2,092,228 
1910-11 80,682,473 76,746,186 | +3,936,287 
1915-16 84,413,537 85,602,198 | —1,188,661 








2\4. Burden of Taxation.—Looking to the needs 
of reform involving additional expenditure, one will easily 
realize that the people cannot grudge their Government 
larger contributions in the form of taxes. But two con- 
ditions must here be satisfied: (1) that the existing scale 
of expenditure should be so scrutinised as to result in all 
possible economy ; and (2) that expenditure and taxation 
should be subject to the rigid control of the representa- 
tives of the tax-payers. Neither condition is satisfied in 
India to-day, and the statement that the people are most 
lightly taxed, is unwarranted. There is no absolute 
standard by which to judge of the lightness of the burden 
of taxation, and the relation between it and the per capi- 
ta income of the population, must be taken into consider- 
ation in judging in this matter. That the administration 
in India is more costly than it need be, that the country 
is one of the poorest on the face of the earth and that the 
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people have little voice in levying and spending the taxes, 
are facts acknowledged by all. 


If the incidence of taxation in India is compare 
ed with that of the United Kingdom, after deducting 
all the non-tax revenue, except revenue from land, and 
after making every other allowance, it can be shown that 
people in this country are not lightly taxed. Such com- 
parisons must, of course, be made with great caution as 
various complex factors have to be taken into account in 
making the calculations. In the United Kingdom, a popu- 
lation of 45 millions, earning say £ 2,250,000,000 a year, 
contributed, before the War, in taxes & 170 million, which 
means 74 per cent. of the per capita income. In British 
India, a population of 250 millions, earning £ 600,000,000 
a year (on the basis of a per capita income of Rs. 35 a 
year ), pays in taxes, say © 45 millions and the per capita 
contribution is certainly not less than the above percen- 
tage.* Two countries so diffierently circumstanced can- 


* Our attention has been drawn by a friendly critic to the fact that in the 
above calculation of the amount paid by the British people by way of taxation, 
we have omitted to include at least £ 90 million !evied by the local authorities 
upon the British taxpayers. If this correction is made, the total amount will be 
£ 260 million and it will be more than 11 per cent. of the national income of 
Great Britain and not 714 per cent. as we have calculated above. 


We have to point out that this omissior is common to the two estimates 
and if local taxation is to be taken into account in the case of the British tax- 
payers, it must obviously be included in that of the Indian taxpayers also. ‘Well, 
the revenues raised by district and local bodies, Municipalities, Cantonments, 
port trusts &c. in 1913-14, amounted to about Rs. 21}4 crores. If this amount 
is added to the national tax revenues in that year, viz £ 49:2 million (not £ 45 
million as we have roughly mentioned in the text) the contribution of the Indian 
taxpayer comes to about 10°5 per cent. of the income per head. Supposing it is 
Io per cent. or even less, because these calculations are admittedly rough, one- 
tenth of the income or Rs. 3} out of Rs. 35, the average per head in India 
certainly involves a greater sacrifice than one-nineth, or Rs. 75 out of Rs. 675 in 
Great Britain We do not, however, complain of heavy taxation; it must grow 
heavier with growing needs of improvement. We find fault mainly with the 
methods of expenditure and the inequality of the present incidence of taxation. 
In the future, proportionately more revenue must come out of the pockets of the 
rich than now. : 
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not be usefully compared ; but the above result is obtained 
if a comparison may be made at all. 


215. The Land Tax.—Landlords and cultivators 
must certainly contribute, according to their ability, to 
the revenue of the State; but not to count the revenue 
they pay as a tax is hardly correct orfair. Enhancement 
of the land tax has been made from time to time, and on 
the theory of State landlordism, it does not require legis- 
lative sanction.* The land tax is erroneously regarded 
as a rent but is a property tax, and is often calculated to 
act as a tax upon agricultural income. As such, it must be 
regulated by the principles which apply to income and 
other taxes. If the land tax is avowedly a. share of the 
net produce of the land, that is, of income, there is no 
reason why exemption should not be allowed to a mini- 
mum as in the case of the income tax. Ifa salaried man 
or a shop-keeper with an income of say Rs. 600 a year, 
earns exemption from the payment of the income tax, the 
small cultivator may claim similar concession in the mat- 
ter of the land tax. 


In all countries a land tax is a source of revenue to 
Governments. In formertimes, a general property tax 
was levied but it tended to become a tax on land and houses; 
and other forms of property, e.g. personalty, escaped taxa- 
tion altogether. These forms of property are now, almost 
everywhere, brought within the net of taxation. It is, 
however, produce or income rather than property, that is 
taxed. Taxes must really be levied upon persons and cor- 
porations and not on property, and this is the accepted 
principle underlying the income taxes of all countries. 
The State in India has moved in its old grooves all these 
years and has not modified its policy of taxation so as to 
suit changing conditions. We do not wish to suggest that 





* See Decentralization Commission's Report and Government of India’s 
remarks on the subject. The popular demand now is that the land-tax, like 
other taxes, should be subject to the control of the legislature. 


THE LAND Tax. 447 


the land tax should be given up; we urge that there should 
be equality and equity in its incidence and that it should 
be assessed according to the ability of the tax-payer. 
To-day the land tax is assessed upon each acre according 
to fertility and other conditions, irrespectively of the 
ability of the owner of the land to pay. Because a certain 
piece of land is presumed to be able to yield a certain 
amount of produce, therefore, it must pay from a sixth to 
a tenth of that produce to the State. 


The result of this is that the land tax may not 
be actually paid out of income from land, but out 
of other earnings viz wages. Why should the agricultural 
labourer,—because the cultivator is often nothing more,— 
be made to pay an income tax when craftsmen, ar- 
tisans, petty shopkeepers and money-lenders, better 
circumstanced than he, are exempted from it ? Simply 
because land is supposed to be the property of the State 
which represents the nation ? Most of the holdings in 
rayatwari provinces are notoriously uneconomic and the 
cultivator has to supplement his scanty agricultural in- 
come by work elsewhere.f And yet he must pay the 
land tax. The indebtedness of rayats is heavy and the 
land tax may often have to be paid out of borrowings 
and not out of agricultural profits actually realised, 
While the money-lender may not pay an income tax, the 
cultivator who borrows from him has invariably to pay it; 
and the land tax turns out to be a tax not upon ability 
but on liability. This is a serious defect of a general pro- 
perty tax and is present in the Indian land tax, at least in 
the case of poor rayats. The tax is, besides, levied and is 
taised by mere executive action and it thus offends against 
most of the important accepted principles of taxation. 





¢ See Dr. Mann's Life and Labour in a Deccan Village. 


The number of landholders paying Rs. 1 to 5 as assessment in a village is 
very large and the average extent of a holding is between 1 and 2 acres. 
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Land is better suited to local than national taxation and 
may be beneficially handed over to local authorities. 


Sufficient fynds must, of course, be raised by taxation 
or otherwise to enable the State to perform its duties to 
the people. India is a poor country with agriculture as its 
predominant industry. The number of rich people or 
people who stand much within the margin of subsistence, 
is very small; and, therefore, a direct tax like the income 
tax or a succession duty is not likely to be very produc- 
tive. This is the reason why the land tax occupies such 
an important place in the tax system of this country. It 
has also the advantage of being an ancient tax which the 
people have been paying from time immemorial. A 
Government, situated as the British Government in India 
is, has, for this reason, tenaciously clung to it and done its 
utmost to improve this source of revenue. 


216. Permanent Settlement.—The permanent 
settlement of the land tax in Bengal, has been the sub- 
ject of prolonged controversy. Objection has been taken 
to it on the ground that it has entailed on the State consi- 
derable loss of revenue. While the land tax in the other 
Provinces has steadily increased and the State has shared 
in the prosperity of the rayats, it is urged, the Jamindars 
in Bengal whose estates have steadily yielded them a 
higher rent, have their tax permanently fixed and have 
not made their proper contribution towards the growing 
expenses of the State. This is, in the opinion of the critics 
of the permannent settlement, grave injustice to other 
Provinces ‘whose lands have to bear an increasing burden 
of taxation. The rent received by the Bengal Jamindars 
from their tenants, has increased fourfold, to more than 
Rs. 16 crores but the amount of the land tax they pay to 
Government remains what it was in 1793 viz. a little more 
than Rs. 3 crores. It is, therefore, suggested that the 
landlords “ must either be bought out altogether, or such. 
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compensation as they may be entitled to be offered to them 
before any additional contribution can be demanded.”* 

The: Jamindars are naturally very tenacious of their 
rights and resent as an un‘varranted invasion of them 
the mere suggestion of a further taxation of land in Ben- 
gal. Apart from all political and social considerations, 
the argument that ‘many of the present holders are Jona 
fide purchasers for value given; that they bought on the 
faith of the settlement being what it professed to be, a 
settlement in perpetuity ; that any obligations which it is 
sought to throw upon them, having been allowed to lie 
dormant and inoperative, must be regarded as non-exis- 
tent, is too weighty to be lightly brushed aside, however 
desirable it may be that unearned increment should be 
taxed and the Benzal Jamindars, like other people, should 
be made to contribute their fair share towards the 
expenses of the State. And it is not easy for the State to 
devise a workable scheme for buying up or compensating 
the landlords, 

If we take into account the circumstances under which 
the Jamindars were confirmed or acknowledged in their 
position of proprietors who were to retain for their trouble 
only one-tenth of the rent collected by them from the cul- 
tivators and to pay nine-tenth to the Government, viz. 
the state of utter confusion and waste into which Bengal 
had fallen, the total failure of all previous efforts to bring 
order out of this chaos, the great difficulty the Jamindars 
experienced in collecting and regularly and punctually 

* Jf, therefore, the finances of the country are to be maintained in a state 
of solvency, either we must impose heavier hurdens on th: people in new and 
unfamiliar shapes, raise the cost of living to the poor, exact the highest contribu- 
tion which can be levied from the other Provinces with each revision of their land 
assessment—in fine, cripple the country’s resources, arrest its prosperity and dis- 
turb its peace—either we must do this or Bengal must pay her fair share of 
revenue along with the other interests and other Provinces, constituting the Em- 
pire. As a measure of justice as much as of necessity, the Bengal settlement must 
be remodelled, and the fact that the conditions—thez purposes or intentions—with 
which or upon which the settlement was made, have not been fulfilled adds in. 
creased force to the demand.”=-Hector: Indian Fiscal Administration. 
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paying the Jama into the public treasury, the sale of several 
Jamindaries by auction for default, the infinite mutations 
which have taken place in the estates, the frequency 
with which they have changed hands, the measures which 
have been taken to strengthen the position of the 
tenants,—if all these things are carefully considered the 
case of the Bengal Jamindars will be pronounced as strong. 
They cannot, however, reasonably claim exemption from 
new or additional taxes which must press with uniform 
weight upon all classes and. with greater rigour upon the 
wealthy. 


217. Non-tax Revenue.—The land tax must be 
ren.oved from the category of sources of what is called 
non-tax revenue, the latter consisting mainly of Forests 
and Opium, as also commercial undertakings like Rail- 
ways, Irrigation works, Post Office and Telegraphs &c. 
There are, besides, several minor items of income, which 
are departmental receipts and are in the nature of prices 
and fees for services directly rendered to the public. They 
are included in gross but excluded from net revenue, 
Opium revenue was, at one time, considerable and, for 
years, went on steadily increasing asthe result of a grow- 
ing foreign demand but owing to an agreement with 
China, it has steadily declined and will, in time, almost 
vanish altogether. This is a heavy sacrifice of income, and 
is likely to be regarded as quixotic, but it,is calculated, at 
any rate, to yield satisfaction that India has helped a 
neighbouring nation to put down a degrading vice so 
rampant in China though excise revenue has gone on 
merrily increasing in this country. 


Forests form a valuable State property of immense 
possibilities and income from them has steadily increased. 
It will continue to expand as forest products come to be 
utilised “more and more for industrial purposes. The 
ptintiple that such properties as forests should always be 
national, tg already in operation in India and the nation 
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is not likely to lose control over that important asset. 
The Post Office and Telegraph render great social services 
and their management by the State has proved excep- 
tionally useful to the public. The payments made by the 
public to the Post Office are prices for services and 
stamp duties are taxes on acts. 


218. ' Railways.—Indian railways have now be- 
come remunerative and constitute a valuable asset of 
the country. For years, they were not paying concerns to 
the State and have involved a total loss of about Rs. 60 
crores. Since 1904, they have, however, been contribut- 
ing a fairly large and increasing quota to the nationa} 
revenue. The total mileage of railways open in 1915-16 
was 36,633 and the total capital outlay on all limes, was 
537.07 crores. The total gross earnings were 64.67 
crores and the working expenses, 32.92 crores. About 
72 per cent. of the mileage belongs to the State, the 
remaining to companies and Native States. The financial 
results of the working of the State railways are given 
below :— 


1915-16 1918-19 
( Budget) 
& £ 


Capital at charge at end of year...364,851,000 370,114,000 
Net working profit, cxcluding interest 
Charges .evreseesseeveel 7,797,000 22,924,000 
Percentage of net working profit 
“ to capital outlay... .essesssssersesceeres4*88 6°18 
Net working profit after meeting 
interest charges voenee cece eecences v004,075,000 9,200,000 


Percentage to capital outlay of 
net profit after meetng 
Interest Charges .ss0.ssseescscteces I°t2 2‘40 


The importance of railways for the economic develop- 
nent of the country, is undoubted. But railways having 
ong been a burden upon the State treasury, which could 
ll bear it, a rapid extension at the cost of the tax-payer, 
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has been most unpopular. We have also shown in out 
‘chapter on thé Economic Revolution what effect railways 
have produced on the indigenous industries of India. 
Certain commercial interests press for a large annual rail- 
way programme, and a standard of Rs. 18 crores a year 
was laid down only a few years ago. The necessary ex- 
tensions and improvements of railways must, of course, 
beeffected, but the liabilities must not be increased in such 
a way that they would lead to a deterioration of the 
financial position. The Finance Member in 1913 had to 
administer a warning in this connection to his critics who 
wanted to hasten the pace. He said that the railways 
must never be allowed to become, even temporarily, a 
net burden on the general tax-payer. 


“ As matters stand, we have in our railways a 
splendid asset. Let us safeguard that asset. Any 
admission of doubtful schemes or failure to count in 
each case the full cost, any disregard of financial con- 
siderations, will surely lead to deterioration of a most 
serious character.’’* 


In some countries like Prussia, the railways, as in 
India, are State property and they are a large source 
of revenue. The Indian tax-payer having paid for the 
railways and suffered losses, it is but due to him that they 
should be madea permanent source on which reliance may 
be placed for yielding a substantial amount of revenue. 
The prosperity of the railways depends upon the charac- 
ter of the monsoon, and their profits have no doubt intro- 
duced an element of uncertainty in Indian finance.t 
Indian finance used to be called a “gamble in rain”; 
now it is characterised as a “‘ gamble in railways.” But 
if they are properly looked after, as Sir G. F. Wilson 
suggested, they must prove a splendid financial asset. 
seein 





* Sir Guy Fleetwood Wilson introducing the Financial Statement fot 
1913-14, 


+ See D, B. Wacha's “ Railway Finance” and ‘ Recent Indian Finance.” 
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219. Railway Policy.—The bulk of the Indian 
railways have become State property but only a few of 
them are directly managed by the State, the others being 
under the management of companies who give the State 
a fixed share of their profits. Of the 25,000 miles of rail- 
ways owned by the State, only 8,000 are managed by the 
State directly, the remaining 17,000 being managed by 
companies under contracts entered into by the State with 
them. Whether all the State railways may not be profit- 
ably managed by the State, has therefore become a subject 
of keen controversy. This important question was raised 
in the Supreme Legislative Council by Sir Ibrahim Rahim- 
toolla in 1915, who moved that on the expiration of the 
contract of management with the East Indian Railway 
Company in 1919, the management of that railway should 
be assumed by the State. A similar resolution was moved 
by the Hon’ble Mr. Sarma early in 1918 and as be- 
fore, opposite views with regard to the merits of State 
management of railways, were maintained. The views 
of the two opposite sides may be found summed up ina 
memorandum on the subject prepared and published by the 
Railway Board in 1916; From the point of view of eco- 
nomy and efficient management, it is believed, company 
management is more desirable and a vast railway under- 
taking in the hands of the State, is deprecated.* In Eng- 
land, America and France, railways are private property 
but in Prussia and other countries they are the property 
of the State, being managed also by the State. We hold 
that from the financial as well as the economic point of 
view, State management of Indian railways is preferable. 


* This view will be found vigorously maintained in a ‘ Note oa State vs, 
Company Management of Railways” written by Mr. S.C Ghose, The case for 
State management may be summed up in the following two sentences taken from 
Sir Itrahim's speech in the Viceroy's Council :—'‘ No one disputes the fact that. 
the railways should be worked on a commercial basis; what we;; object to is that 
they should be worked purely on a commercial basis irrespective of every 
other consideration. All we ask is that in working on a commercial basis care 
should be had to the economic and industrial interests of this country.” 
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We need not. here enter into the history of railwdy 
construction in India nor into the details of the contro- 
versy regarding the system of their management. State 
policy in this matter has changed from time to time. 
Railway construction was carried out for years since the 
initiation of the enterprise about 1850, through joint stock 
companies started in England, under contract with the 
State. The companies were guaranteed interest at 5 per 
cent. on their capital outlay and in addition half the sur- 
plus profits. They were bound to sell their railways to 
the State after 25 years. This guarantee system imposed 
a heavy burden on the revenues of the country and was 
discontinued in 1869. 


From 1870 Government began to borrow for railway 
development by direct State agency. But it was found 
that under this system progress was extremely slow. The 
State had, therefore, in 1880, to fall back upon the old 
guarantee system only modified so as to ensure easier 
terms for Government. Vigorous efforts have since then 
been made to push on railway construction and to attract 
private capital for the promotion of feeder lines by means 
of tempting terms. 


During the War, capital expenditure on railways had 
to be reduced and they had to be worked at a high pres- 
sure. The whole question of railway management and 
finance must now be threshed out again. The fundamental 
principles that have to be followed are that the railways 
which are and which will soon be State property, must be 
under State management and, therefore, under the in- 
direct control of the people ; that their remunerative cha- 
racter must be scrupulously maintained and that they 
should be worked in such a way that they will encourage 
national industries and minister to the convenience of the 
public. Sgiposing that railways are efficiently managed 
by compatif Ss, it must be borne in mind that they take 
away annually about a crore of rupees as profit, their 
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boards of management are in London and are not under 
the control of public opinion in India and that they are 
more directly interested in making profit than in looking 
to the convenience or advantage of the Indian people. . 


The view is held by some that profits from railways, 
which by their uncertainty, disturb the even course of 
finance and are not the proceeds of taxation, should not 
form part of the ordinary current revenue of the country, 
but should be set apart for being laid out on the expan- 
sion and improvement of railways, so that the annual 
borrowings of capital will be substantially reduced. We 
are, however, inclined to hold that railway profits which 
are earned not only after meeting all charges on account 
of interest on the total amount of capital borrowed for 
railways but after providing for annuity and sinking 
fund charges as well, are a legitimate source of revenue to 
the State and that the tax-payers should not, therefore, 
be deprived of it. 


It must not be forgotten that railways have now be- 
come remunerative only after having taken year after 
year a crore of rupees a year on an average for fifty years 
and it is but just that the profits should goto relieve the 
burden of the tax-payer so faras this can be'done without 
detriment to the position of the railways, which are, after 
all, a commercial undertaking. We entirely agree with 
Sir Wiliam Meyer in the views he expressed on the 
subject in reply to Sir Dinsha Wacha who would have 
the railway surpluses earmarked for capital expenditure 
on the railway programme. Sir William said :— 


‘On the other hand, if you take Sir Dinshaw Wa- 
'cha’s metaphor and treat the people of India as share- 
holders in railways, you have got the fact that the 
shareholder went without any dividends foi long 
time, because, as Sir Dinshaw has aptly rem ied the 
Council, it was not until after many years that the | 


railways began to pay, and the shareholders may 
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quite reasonably claim that they should have some re- 
ward:for their past abstinence. Also, as shareholders 
might claim in an ordinary business they might say 
“Tt is all very. well for you to put part of the profit in- 

to improving the business, but you must apply part of 
it in giving us dividends.” { 

220. Irrigation Works.—One of the most remu- 
nerative and, from the economic point of view, important 
commercial undertakings of the State consists of irriga- 
tional canals constructed and maintained by Government. 
Wells and often smaller tanks.are the property of private 
individuals, but the larger tanks and the big canals are 
State property., In the interests of the country as a 
whole it is necessary that canals, so useful to the agricul- 
tural industry, and therefore to the well-being of the 
nation, should be the‘property of the community. 


a6 Financially considered, irrigation works are class- 
ed as ‘major’ and ‘minor’ the former being subdivided 
into (1) Productive and (2) Protective works. The most 
important irrigation works in India are those classed as 
‘Productive works’ or works the capital cost of which 
has been wholly or mainly provided from loan funds in 
the expectation that they will prove directly remunerative 
and that the met revenue derived from them will fully 
cover all charges for interest within a reasonable time 
after their completion.” 


‘ Protective works’ are not expected to be directly 
remunerative. For only a few ‘ minor works’ are capital 
and revenue accounts kept. All expenditure connected 
with the construction and maintenance of minor -works is 
get from ordinary revenue. It is a long-standing com- 
plaint that the State has not paid as much attention to ir. 
rigationsmmrcks as to the railways though the extention of. 
the fo equally vitally necessary from the point of 
view : ie prosperity. During the past. fifteen 

$ Budget Debate, 8th March, 
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years, however, the pace has been accelerated and many 
inportant works have been executed and are in contem- 
plation, irrigating thousands of additional acres. 


The following table shows the financial position of 
irrigation works :— 


aT TT, TT Ie, 


1916-17 | 1917-18 
Budget 


£ 
.| 37,120,000 38,104,000 


Productive Works 


Capital outlay to sia of each 
year. ; 


revenue due to irrigation 4,733,000 4,897,000 
Total expenses, PION NCTE in- 
terest on debt. éi 2,488,000 | 2,624,000 


Net profit. 


Percentage of net a to ca- 


pital outlay. 6:5 597 


Protective Works. 


2,245,000 " 2.2738,000 
Capital outlay to end of each | 
| 


| 
| 
Total receipts including land = 
| 


year 6,166,000 6,897,000 

Net loss. ... 171,000 198,000 
Minor Works. 

Net loss. ... 464,000 677,050 











221. Cuastoms.—In other countries a large amount 
of revenue is raised from customs. In India, the ‘tariff 
has all along been on a free trade basis, and a small 5 per 
‘cent. ad valorem import duty, varied according to the 
nature of articles, was imposed, the duty on cotton Piece 
goods being only 3} per cent, counterbalanced b¥a: ».COr= 
responding excise duty. It was believed that Sm 
‘country like India, with unlimited undeveloped ‘BSOUTCeS 
“and with abundant raw materials, freedom of exchange 






INDIAN ‘BOONOMIOS. 


with foreign countries was a primary need. © Sir John 
Strachey observed * ta 


“ Here then is a country which, both from its 
poverty, the primitive and monotonous condion of its 
industrial life and the peculiar character of its politi- 
cal condition, requires from its Government before all 
things the most economical treatment of its resources 
and, therefore, the greatest possible freedom in its for- 
eign exchanges.” . , 


Curiously enough, exactly the aii theory was 
propounded by a successor of Sir John, Sir G. F. Wil- 
son who pointed out in 1911 that in suth a country as 
India we must rely, for many years to come, largely upon 
import duties as an important source of revenue.§ Custom 
duties constitute indirect taxation of a convenient kind 
which falls upon almost all classes of people, particularly 
the higher and middle classes, and has the advantage of 
being substantially productive. 


We have treated the subject of tariffs at some length 
already § and need not go over the ground again. It is 
sufficient to observe that India must depend more in the 
future on the indirect source of revenue provided by 
customs duties, import and export, if the country is to 
make rapid progress. The necessity of meeting the situa- 
tion created by the War, forced the hands of Government, 
and in 1916, new import and export duties had to be im- 
posed and the old ones increased.t Sugar, jute and cotton 





* Financial Statement, 1878. 
§ See page 227 above. 


}** The general tariff rate on imported articles which stood at 5 per cent. ad 
} ite imposi tion in 1894, was raised to 7% per cent. with effect from 
In addition to articles grouped under the 73 percent. ad valorem 
} free of duzy, liable to duty at special rates, and at 23 per cent. 
inimals, : taw cotton, wool, cotton machinery &c, are admitted fres; 
special duties are levied on sugar bt 10 per oent., on silver bullion and coin at 4 
aunes per ot., of silver manufactures at 10 per cont ; coal 8 annas a ton, arms 20 


piece goods were the chief articles selected foran increase 

of duty and it was an eminently wise selection, In 1916 ° 
17, the changes in the tariff were calculated to yield an 
additional revenue of £ 2,150,000. One million $ more 
was obtained by the enhancement of the import duty on 
cotton goods from 35 to 7; per cent. in 1917-18. The 
rates of the jute duty were doubled and were expected to 
produce £ 500,000 and a surcharge, yielding the same 
amount, was imposed on railway goods traffic. Customs 
yielded £ 5,873,886 in 1915-16; in 1918-19, they were 
estimated to give £ 10,714,400. The obstinate opposition 
of the representatives of Lancashire in Parliament to 
an increase in import duties on cotton piece goods from 
3, to 7} per cent, unaccompanied by a corresponding 
increase in the excise duty, the Secretary of State's 
defence of the policy of Government and the attitude of 
the Liberal and Conservative parties in the matter, proved 
eminently instructive. 


In the absence of suitable direct sources of revenue, 
customs duties have to be levied on a considerable scale. 
In imposing these duties, care has to be taken that they 
will not press hard upon the consumer and give an undue 
advantage to particular interests. Import duties, it is 
said, make articles dear to the consumer ; but if he is to 
be taxed, as he has to be, it is better to make him pay in 
this indirect manner. Lancashire and other freetraders 
sympathise with the Indian consumer ; but it is only the 
consumer of fine English fabrics and other foreign articles 
that will benefit bya policy of free imports. If other 
taxes are levied or increased, the ordinary consumer will 


Re 
per cent ; cigars and cigarettes So per cent ......lron and steel, railway materials 
&c., are charged at 23 per cent ed valorem. The duty on cotton goods is now 7} 
per cent ad valorem. The export duty on raw and manufactured jute stands at 
Rs. 44 for raw jute pet bale of 400 Ibs, with special rate of Rs. 1§jiier” tald 
euttings and at Rs. 40 per ton for escking goods and its. 32 per See 
The expott duty on tea is Rs. 13 per 100 Ibs."a-See Review of the Trade af India 
fot 191 6-17, 
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‘be hit much harder-and even his food will become dearet. 
Poorer classes in India are content with country-made 
goods.and they will not be affected by custom duties as 
they will certainly be if salt and land, for instance, are 
more heavily taxed. | Promotion of indigenous industries, 
is comparatively a secondary consideration when we are 
dealing with finance, but it is one which cannot be alto- 
‘gether ignored. As Mr. Austen Chamberlain, the then 
Secretary of State for India, pointed out to Lancashire 
manufactures when they protested against the enhance- 
ment ‘of the import duty on cotton piece goods, they 
‘want .a free market in India as a protective measure, 
and similar protection may be claimed by other interests. 
, Preferential duties are advocated on the above ground 
by British tariff reformers and the Indian tariff must be 
“framed on the same principle. 


‘“ 222. Excise and Salt.—Another indirect tax is 
the excise, and this revenue is derived from the manufac- 
‘turé aiid sale of intoxicating liquors, opium and hemp 
drugs. There has been an alarming increase in this 
-Zevenue during recent years. This growth is naturally 
tegarded with grave anxiety as the habit of drink is one 
of the deadliest of evils from which society may suffer. It 
_is,-however, stated that ‘the considerable growth of the 
‘excise revenue in recent years is due mainly to higher 
rates of duty and stricter excise control, and does not 
indicate a corresponding increase in cbnsumption, al- 
though sonie increase has occurred through the expansion 
of population and the greater prosperity of certain classes.’ 
It is unfortunate that the prosperity of the people should 
-be associated with the growing consumption of liquor. 
Excise duties are imposed upon intoxicating liquors and 

fer controlling their consumption as well as for 

F@ revenue. Licenses to manufacture and sell ar® 
sold by auction or fees.are levied and revenue from this 
source has fast increased being now more than As. 8: per 





e 
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head of the population. An interesting discussion took 
place on this question recently in the Viceroy’s Council 
when Mr. Sarma moved a resolution asking Government 
to lay down a definite policy for discouraging the con- 


- sumption of liquors, but the proposal was not accepted. 


Revenue considerations must certainly be subordinated to 
the promotion of the physical and moral well-being of 
the people. 


The salt duty is another indirect tax which falls upon 
and is felt mainly by the poorer classes. It has ever been 
a favourite source of revenue with Government. It is one 
of the oldest taxes and the duty is levied on all salt im- 
ported into and manufactured in-India. It is the only 
tax, it is said, which reaches the masses and is a minute 
contribution made by them to the public treasury. In 
1882 the rate of the duty was made uniform throughout 
the country at Rs. 2 per maund and was raised, six years 
later, to 2} rupees. Salt is anecessary of life in India, and 
a duty on such an article ought to be light if it cannot be 
dispensed with altogether. Only in cases of extreme 
necessity should the article be subjected to a duty. Since 
1903,’on the persistent exhortation of the late Mr. Go- 
khale, the tax has been steadily reduced and it stood at 
Re. 1 per maund; but it was recently increased on ac- 
count.of the pressure of war conditions. In 1916, the 
duty was raised from Re. 1 to Re. 1} per maund and the 
increased rate was calculated to yield about £ 500,000 
additional revenue. 


The facility with which the tax can be increased 
without trouble and change in machinery of collection, 
is a temptation, which has, however, to be resisted. 
As the late Rao Saheb V. N. Mandlik said in the 
Viceroy’s Council several years ago, ‘Salt, like grain, 
ought to be practically free or if that cannot be, that it 
ought at least to be taxed as lightly as possible.”. The 
fact that even a small reduction in the salt tax, has im- 
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mediately led to an increase in consumption, shows the 
importance of this necessary of life to the poorer classes. 
The salt tax is regarded as a reserve of financial power to 
be drawn upon in times of need and resembles, in this © 
respect, the English income tax or the land tax in England 
before it was allowed to be redeemed. 


223. Income Tax.—The Indian income tax has 
not been very productive and yielded about Rs. 3 crores a 
year, until the rate was enhanced in 1916 ona graduated 
scale on incomes of above Rs. 5,000. This is due to the 
fact that the people are poor and the number of those 
who can be assessed is extremely small. Besides, income 
from land is exempted from this tax, as it has already to 
bear the burden of the land tax. Then, again, those who 
would be subjected to a well-designed income tax bring- 
ing into its net the wealthy, upper middle, trading and 
the professional classes and making them pay their due 
share, are influential people and can resist the imposition 
of such a tax on one ground or another. Sir John 
Stachey said :— 


“ There is no country where a tax upon incomes 
is more just than in India, but there has been difficulty 
in imposing and maintaining it because it has been 
opposed by the richest and most powerful classes, who 
alone can make their voices heard. Ithas long been 
a reproach to our administraticn that they have borne 
no fair proportion of the public burden.’”* 


Before the present income tax was first imposed in 
1886, there had been in existence the license tax on pro- 
fessions and industries. The financial difficultiest of that 
year compelled Government to devise new schemes of 
taxation. Import duties and a higher tax upon salt were 
not to be thought of, and Government turned to the 
income tax as the only resource left to it. How strong 





* India, its Administration aod Progress. 
t Gokhale and Economie Refotms, pages 14-15, 
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was the opposition of powerful classes to an income tax, 
may be judged from the speech Sir A. Colvin made in the 
Viceregal Council on 4th January, 1886, in introducing 
the License Tax Amendment Bill. He said :— 


“The financial history of the last 25 years is 
strewn with the skeletons of discussions on direct 
taxation and more than one of my predecessors is 
gibetted on that dismal golgotha for the part which 
he took in connection with it...the classes in this 
country who derive the greatest security and benefit 
from the British Government are those who contribute 
the least towards it...I know that what I have said as 
to the immunity of the middle and upper classes from 
their due share of the public burdens is as a twice told 
tale vexing the dull ears of a drowsy man; but it is 
nevertheless a grievous blot on our Indian a4dministra- 
tion which urgently calls for removal and which I 
believe, with patience, prudence and exercise of a 
little fortitude must and will be removed.’’* 


When the Hon’ble Mr. Dadabhoy moved a resolution 
in the Viceroy’s Council in 1912, recommending that the 
minimum of income assessable to the income tax be raised 
from Rs. 1,000 to Rs. 1,500 a year (the original limit of 
Rs. 500 had been raised to Rs. 1,000 in 1903 in Lord 
Curzon’s time when the treasury was overflowing with 
surpluses ), Mr. Gokhale laid down the following sound 
maxim. 


“ The State has to look at the whole scheme of 
taxation, first, from the standpoint of its own necessi- 
ties, and secondly, from the standpoint of the com- 
parative ability of the different classes to pay their 
particular share of the total revenue raised from the 
community. Now. judged by this standard, I really 
do not think that 1:3 class for which my Hon’ble 
friend seeks a remission, has any substantial grie- 
vance.” 


Proceedings of the Supreme Legislative Council, 1886, 
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., Under the stress of war. conditions, Government not 
only introduced the principle of progressive taxation into 
its income tax, but also imposed a supertax, in addition, 
on all incomes in excess of Rs. 50,000 per annum, on a 
graduated scale. 


In the budget for 1916-17, when at last the tax on 
incomes was increased, all existing exemptions were left 
untouched and no alteration was made in the taxation of 
incomes less than Rs. 5,000 per annum. On the principle 
of graduation, the following rates were fixed for higher 
incomes :— 

From Rs. 5,000 to Rs. 9,999...6 piesin the Re. or 73 d. per £. 


From Rs. 10,000 to Ra, 24,999...9 pies in the Re. or 1 4d. per £. 
Trom Rs. 25,000 to and upwards...1 Anna in the Re. or 1s. 3d. in the #. 


This increased taxation was calculated to yield £900,000. 


The super tax came in 1917 and began in respect of 
incomes exceeding Rs. 50,000 and was to be levied in an_ 
ascending scale as shown below :— 


For every rupee of the first Rs. 50,000 of the excess, 
i, é., between Rs. 50,000 and 1 lakh, 1 Anna per rupee. 


For every rupee of the next Rs. 50,000 of the excess, 
i, é., between | lakh and 14 lakhs, 1; Annas per rupee. 


For every rupee of the next Rs. 50,000 of the excess, 
2 annas per rupee. 


For every rupee of the next Rs. 50,000 of the excess, 
24 Annas per rupee. 


For every rupee of the remainder of the excess i. ¢., 
on every thing above Rs. 24 lakhs, 3 Annas per rupee. 


_ This is, of course, regarded as a special war measure, 
but the new principle ought to be made to stay. With 
increasing demands upon the Exchequer, those who are 
in a position to pay, ought to be made to make a contri- 
bution to the expenditure of the State, proportionate to 
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their means. If relief is to be granted, it must be grant. | 
ed to petty, resourceless land-holders whose agricultural 
incomes are taxed through land revenue. Larger incomes, 

from whatever source they come, agriculture, industry or 

trade, have to make their reasonable contribution. 


224. Directions of Reform.—We cannot dis. 
sociate the problem of taxation from questions relating to 
expenditure, the machinery of finance and control of 
financial administration. It has to be first (1) noted that 
the administration in India is too costly for the poor 
country and, wherever possible, expenditure must be 
reduced, especially by substituting Indian agency in the 
place of the European. Progress and reform undoubtedly 
mean greater expenditure and India, poor as she is, must 
pay the proper price for the advantage of the western 
methods of administration. But the machinery of Govern- 
ment is more expensive in several parts than it need be 
and expenditure may be conveniently cut down on many 
items. Certain ideas of efficiency which dominate the 
administration at the present moment, must be revised 
and the spirit of economy must be infused into the ad- 
ministration. 


(2) Even when this economy is introduced, the 
country will indeed have toface a steadily growing ex- 
penditure urgently required to promote social and eco- 
nomic reforms. The question of mass education alone 
will require crores of rupees annually and that reform has 
been put off from time to time on the plea of want of 
funds. It will be a delusion to suppose that with a re- 
formed and popular Government, expenditure will decline. 
If anything, it will increase. The outlay of funds on 
education and sanitation will, however, return to the 
people a hundred-fold -in increased prosperity and im- 
proved well-being. (3) This will necessitate additional 
taxation: if the natural growth of revenue combined with 
economy does not: yield enough funds. (4) The. chief 

59 
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F ate of revenue will have to be customs,—import and 
export duties,—heavier taxes upon larger incomes and in- 
heri.ance taxes. Increased revenue may also be expected 
from the existing taxes which will steadily become more 
productive arid also from the commercial undertakings of 
the State. (5) Imposition of taxes and expenditure of re- 
venue must be brought more under popular control. (6) 
Audit will have to be independent and more strict. Even 
in England, inspite of an independent Auditor-General and 
a standing committee of Parliament to keep a watch on and 
control expenditure, there is a demand that a more effec- 
tive check should be devised. In India such control does 
not exist and the proposal was made before the Welby 
Commission and repeated recently by Sir Dinsha Wacha in 
the Supreme Council, that an audit machinery like that in 
England should be set up here. But Government is 
thoroughly content with things as they.are, and says that 
though the sysem is not perfect, it is quite effective. (7) 
There must be further decentralization* of finance and 
Provincial legislatures must be given the power of in- 
dependent taxation, again, under popular control. And 
(8) the resources of local bodies must be increased by 
large assignments or grants-in-aid, so that more may be 
spent on the promotion of sanitation, village public 
works, medical relief and education. 


225. Decentralization of Finance.--At present, 
Provincial legislatures do not possess powers of taxation 
and are controlled by the Supreme Government. Greater 
decentralization of finance will make Provincial Govern- 
ments more responsible and the freedom allowed to them 
will enable them to ruise larger funds by taxation and to 
spend them for the benefit of the people. The Government 
of India is wedded to the system of centralization though 
the latter has been steadily relaxed in favour of local 


* See Author's Indian Administration, Chapter VIII and aces and 
Economic Reforme, 
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Governments ; but in time, contributions from the latter 
to the Central Government must become the cardinal 
feature of Indian finance and must take the place of the 
principle of assignments of I:nperial revenue to Provincial 
Governments. he expansion and reform of the Legisla- 
tive Councils make this chanze imperative. 


The financial relations of the Central Government 
and Provincial Governments are an important problem 
involved in the consuitutional reforms that are under dis- 
cussion. Though the provincial Governnients in India do 
not occupy the same position as the constituent states of 
federated nations like the U.S. A., the progress of this 
country is not likely to be rapid unless financial in- 
dependence is granted to the Provinces. Government of 
India’s, policy has always been, and it was more marked 
before Lord Mayo's reform of 1871, to regard its exche- 
quer as the one national exchequer of India and to treat 
Provincial Governments as subordinate authorities who 
were to collect and spend funds that were to be assigned 
tothem. For the past fifty years, a slow development 
has taken place in the direction of provincial decentraliza- 
tion. But Provincial Governments can neither tax nor 
taise loans independently. 


This state of things must now be replaced by a 
system under which Provincial Governments have. in- 
dependent sources of revenue and there are no ‘divided 
heads as at present. For instance, customs, income tax, 
railways &c. may be entirely Imperial, while land revenue 
excise, stamps &c. should be wholly provincial. Military, 
naval and other charges will have to be borne by imperial 
revenues and the Provinces must make contributions to 
them on certain fixed principles. This reform was sug: 
gested several years ago, but we move very slowly in this 
country. The grant of fiscal autonomy to the Provinces 
and the readjustment of the financial relations between 
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the:central and nee: Soveroments can be delayed 
no longer. | 


226. ‘Local Finance.—The financial position of 
municipalities and local bodies also needs strengthening. 
They must be given growing sources of revenue and 
greater control over their own affairs. They will also 
have to increase their revenue by new taxes, additional 
rates and otherwise, if they are to discharge their func- 
tions efficiently. In 1913-14, the total income of all local 
authorities, district local boards, municipalities, canton- 
ment committees, port trusts &c, was about Rs. 214 
crores. Of this the revenue of the district local boards 
was Rs. 7,68,93,890 and that of the Municipalities, 
Rs. 8,73,45,578. Municipalities raise revenue by imposing 
Octroi duties and house and water taxes ; the local boards 
have the Jand revenue cess and there are other sources of 
income which are not very productive and elastic. The 
needs of sanitation, improved water supply and communi- 
cations, medical aid &c, are very urgent and the well- 
being of the mass of the population depends on what may 
be spent on these reforms. 


This local finance is very important in other countries 
and the position in India in that connection is unsatisfac- 
tory. Mr. Gokhale most successfully brought out this 
contrast in a spéech he made in the Viceregal Council® in 
moving his resolution on the resources of Local Bodies. 
While ‘in England, out of the total revenue, national and 
local, the share of local bodies is two-fifths, in India it is 
only one-fifth, and more than one-half of that one-fifth is 
administered by the State itself. 


It is not possible for us here to enter upon a discus- 
stort of the principles on which functions of national and 
local Government are divided and of the several systems 
in vogue in different countries, with regard to. the relation 
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between national and local finance. The existing local 
bodies in India are, so to say, exotics which have not yet 
taken deep root into the soil, and the importance of reviv- 
ing indigenous institutions like: Panchayats has come to 
be recently appreciated. In whatever form we have these 
local bodies, they will succeed only if they are thoroughly 
popular. Functions like primary education and sanitation 
will, in any case, have to be performed by them and they 
will have to look after the local roads, bridges, tanks, 
hospitals and so forth. 


Local bodies are at present severely hampered in their 
work by the paucity of funds, their resources being hope- 
lessly inadequate to the efficient discharge of their func- 
tions. Land and other forms of property are the most 
suitable objects for local taxation, While income from 
land above a certain limit may be taxed by the central 
government for national expenditure, local authorities 
should be allowed to levy a tax for their own purposes 
on land in their jurisdiction. Land-holders benefit directly 
from services rendered by local bodies and they will 
manage the funds supplied by them to those bodies. 


In France, local authorities are allowed to add a rate 
to various national taxes for their own purpose and in 
Germany, they have their independent income taxes. In 
India the land tax, with reductions in the case of very 
small cultivators, may be handed over to the local bodies 
as a tax upon property while a general income tax which 
will fall upon agricultural as much as on non-agricultural 
incomes, may be retained in their own hands by the 
central authorities. 

227. Land and Local Finance.--This will sound 
as & revolutionary proposal, and sudden changes may be 
deprecated. We shall, however, be content, if the princi- 
ple of the position here taken up is secepted and the 
change is slowly wrought. The existing machitery of 
the assessmetit and collection of the latid tax. should be 
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‘retained and the proceeds of it should be partly, if not 
wholly, assigned to local bodies. It may be repeated that 
the land tax should be a tax upon property or land values 
and moderate in its incidence, particularly so far as smal! 
holders are concerned, the larger agricultural incomes 
above a certain limit being assessed to the income tax. 
The existing assessment of the land tax may even be 
retained if a substantial portion of its proceeds is assigned 
_to local bodies, 


- It has been already shown that the total burden of 
taxation in India is not light compared with that of other 
countries. But the distribution of land revenue between 
the national Government and the local bodies is most 
unsstisfactory. Mr. Gokhale says :— 


“In England the bulk of the contribution that 
comes from land goes to local bodies, the Central 
Government receiving only a very small amount as 
land tax. In France more than half the contribution 
from land goes to local bodies. For the year which I 
have taken into consideration, for every hundred 
centimes levied by the state from land, there were 
130 centimes levied by the Communes and Depart- 
ments together. In this country, however, the divi- 
sion is in the proportion of 16 to 1, that is, sixteen- 
seventeenths goes to the state and only one-seven- 
teenth to local bodies. Now there we have really a 
serious grievance...... If we could get for our local 
bodies a much larger share of the contribution from 
land, even if the proportion was not as high as in the 

. West, most of the financial troubles of those bodies 
will disappear. Of course, my Lord, I do not mean 
that any large proportion of the land revenue can be 
transferred at once to local bodies. I urge that, in 
consideration of this difference, the Government 
should help our local bodies with large recurring 

, gtante.”* 


* Gokhale itt the Viceregal Council. 
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It should be noted that a large portion of the re- 
venue of local bodies in other countries is derived from 
land and if local finance is to improve in Intia and the 
functions of local bodies are to be satisfactorily dis- 
charged to the benefit of the mass of the pop ulation, 
we must progress along the lines followed by “western 
nations. This will necessitate a suitable adjustment of 
the existing system to the needs of reform and the 
abandonment of the prevalent theories about land 
revenue. e » 


228. Public Debt.—We shall close this chapter 
with a brief acoount of the Public Debt of India. At the 
outset, we have to emphasise one peculiarity of the Indian 
debt viz. that its burden is extremely slight. While the 
public debts of European countries have run into hundreds 
of millions of pounds, chiefly owing to wars, the bulk of 
the Indian debt has been contracted for productive pur- 
poses. It must not, however, be forgotten that in the 
past we have paid off our unproductive debt out of revenue 
at great sacrifice. India has had her dead-weight debt 
incurred for wars, expeditions beyond the frontier, war- 
like preparations and for meeting famine expenditure and 
deficits. But whenever there were surpluses, they were 
systematically used for reducing the public debt, which 
means that the Indian tax-payers have had their burden 
of debt paid off out of tax-money. 


In the time of the East India Company, political and 
commercial functions of the State were mixed up together- 
The continued wars which the Company had to undertake, 
went on adding debt to debt steadily from year to year, 
though a part of the deficit was supplied from the com- 
mercial profits of the Company. The total ‘territorial’ 
debt of India in 1792 was £7 millions and increased to 
£ 30 millions in 1829, to more than £ 51 millions by the 
middle of the 19th century, and to £6944 millions in 
1858. The Mutiny made additions to the public debt. It 
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went up to about £ 129 millions in 1876. The debt stood 
an during the subsequent years :— — 
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1898 106-7 686 175-3 6-7 
1898 123°8 74 197-3 6-7 
1903 | 1338 78:2 | 2120 | 7 
) g-1 
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The ‘ordinary’ or unproductive debt was gradually 
reduced, and the productive and unproductive debts are 
distinguished in the following table :— 


Ordinary and Productive Debt. 


Productive. Total. 


31st Mill. £. | Railway. Irriga- | Total. | Mill. £. 





Ordinary. 











March. tion. 

1888 73-0 59-2 | 173 | 57651 149-5 
1893 65-0 | 91:0 | 193 | 1103| 1753 
1898 700 | 1060 | 21-7 | 197-7 | 197-7 
1903 591 | 12881 | 248 | 1502] 2120 
yes | 374 | 117-7 | 299 | g0781 2450 


1913 | 20°0 211-8 37-5 249-3 274:3 


eee ee om 
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Unremunerativedebt shrunk in 20 years from béing-+ 2) 
+ of the total volume of outstanding loans. The reduction 
reflects” ‘approximately the extent to which current 
revehues have been devoted to capital expenditure. There 
isa sort of sinking fund arrangement by which to reduée 
the unproductive debt, while for the redemption of the 
productive debt provision is made for annuities &c. in the 
railway expenditure. Interest charges debited to railways, 
contain items of this description, so that the true profits 
from the railways are higher than those shown in the 
accounts. ‘In any year in which, owing to the use of 
surplus revenue or deposits for the construction of public 
works the capital expenditure of the year exceeds the 
amount of debt incurred in the year, the effect of this 
system of classification ( Ordinary and Productive Debt) 
is to cause a decrease to be shown in the amount of 
the ordinary debt.” The Debt stood as follaws: on 31st 
March, 1913.:—. | a Se ee? 
-, 
(a) Permanent Debt. 

Debt for Railways. sue .»» 211,832,819 

»  y Irrigation works ... © 37,552,080 
For initial expenditure on Delhi - ..: 119,886 


Total of Public Works Debt si 249,504,785 
Balance, being Ordinary Debt wee 24,898,777 


Total Permanent Debt. we 244,405,512 
(0) Temporary Vebt incurred on security 
of India bills ee Nil. 


Total ‘debt (permanent and tem- 
porary) ss B 274,403,512 


' “Fhe position at the close of the year 1916-17 was as 
follows :—— 
“On the 31st of March, 1917 the Indian Public 
Debt amounted to £ 285,310,304 (viz —rupee debt con- | 
69 
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verted into sterling at 1 s.4 d. the rupee, £ 111,165,580, 

and sterling debt, £ 174,144,724). There were also 
-other obligations of the Government of India, inelud- 
ing Savings Bank balances, Judicial and Departmental 
deposits, balances of service funds &c. amounting to 
£ 31,604,377, and the various railway annuities, repre- 
senting in the present year a charge of £ 994,013.” 


Government raises, for its capital programme, rupee- 
loans in India and sterling loans in England, and for 
purposes of railways, the latter are necessary as sufficient 
amounts cannot be raised in this country. While ex- 
change was unstable, sterling borrowings entailed a heavy 
charge; that difficulty has now been removed. It is 
still.desirable to raise as much capital in India as possible. 
Construction and maintenance of railways require, accord- 
ing to the high standard laid down, larger amounts which 
cannot be secured in this country, and the amount of 
interest that has to be paid to England increases year 
after year. The War Loans are, of course, extraordinary 
loans, and though their success has been gratifying so 
faras it goes, the total obtained by Government out of 
the Rs. 150 crores, shows the poverty of the country com- 
pared with the abundant wealth of other nations. 


_ 229. War Loans.—But the fact that the response 
of the people to the appeal from Government for the first 
War Loan, exceeded all expectations and reached £ 36 
million, taught the lesson that if her resources, limited 
as they are, are properly tapped, India is capable of yield- 
ing large amounts asa contribution to the Public Debt. 
The War has undoubtedly brought copious funds into 
the hands of several persons, and this abundance of 
loanable capital will not be a feature of peaceful times. 
But it is hoped that Indian people will be able in future 
to satisfy the annual capital needs of Government and 
it neéd not look to London for loans. This will be an 
eminently desirable development as it will save a steadily 
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increasing amount of money from goihg out of the coun- 
try, in the form of interest to outside investors. The 
Cash Certificates issued by the Post Office were a novel 
feature of the war loan of 1917 and they have now 
become a permanent measure. 


People were induced to invest in the war loan 
through the Post Office and there were also long and 


short time securities offered. The amounts abtained in 
1917 were as follows :— 


Million £. 
Main Loan 26°6 
Postal Section 29 
Cash Certificates 6°6 
Total 36°1 
The loan was distributed as under :— 
5 per cent. long term Loan of Mill. £. 
1919-~47 tee coe 683 
5% per cent. 3-year War Bonds ... s+ = aoe 132 


5% per cent. 5-year War Bonds ... 0. = aes 8°O 


EE asl 


29°5 


The experiment of 1917, having proved encouraging, 
it was decided to repeat it in 1918 and it was arranged 
that the money raised by means of the war loans should 
be paid over to His Majesty's Government as part re- 
demption’ of the war contribution of £ 100 million made 
by India of which a third had been already paid off. 
The loans had the welcome effect of placing at the dis- 
posal of the Government of India sufficient funds to make 
disbursements for His Majesty’s Government. 


The Government of India used to raise temporary 
loans long ago by issuing treasury bills; but their place 
was later taken up by the special reserves which are drawn 
upon in cases of need. But ‘the drain on our resources 
caused by heavy war payments for His Majesty's Govern- 
ment and the Secretary of State’s Council bills led.us in 
the middle of October (1917 ) to introduce a new experi- 
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ment—the issue of short term Treasury Bills which could 
be taken at option for periods of 6, 9, or 12 months.’ 
Three months’ bills also were issued later on and by the 
end of the year 1917-18, about & 30 million was obtained 
in this way. 


230. Reduction of Debt.—While our Finance 
Ministers used surpluses to reduce the unproductive debt, 
small though it was, the late Mr. Gokhale contended, year 
after year, that they should have been mainly devoted to 
the financing of schemes of social reform. Persistent sur- 
pluses, he urged, were funds taken out of the pockets 
of the tax-payers and must either be returned to them 
through remission of taxation or, much better, be devoted 
to the spread of education, improvement of sanitation and 
soon. The following long extract from one of his spee- 
ches in the Viceroy’s Council, gives a lucid exposition of 
the Public Debt position in India and of his views in that 
connection :— 


“Sir, what is the amount of our debt? Our total 
-debt is made up of various component factors. There 
is the permanent or funded debt, There is the tem- 
porary or unfunded debt. And there are various funds 
with the Government, such as savings banks deposits, 
service funds, special loans, judicial deposits in courts 
and so forth. Against thisthe Government have their 
Railways and Irrigation works, their‘loans and ad- 
vance to local bodies, Native State and cultivators, and 
their cash balances. Deducting these latter from the 
total debt, what remains is the true ordinary or un- 
productive debt. Now taking the figures for 1907-8 and 
bringing them up to date, we find that in 1907-8 the 
permanent debt in India was 88-55 millions; the perma- 
nent debt in England was 156-48 millions, or, in the 
two countries together 245 millions. That was the 

‘ funded, permanent debt, that year. The unfunded debt 
_in that year was only1 million. Then about 20 mil- 
- ions represented special loans, service funds, saving 
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banks deposits, departmental and judicial deposits and. 
miscellaneous obligations of the Government, or total 
liabilities of 266-28 millions or 400 crores of the liabi- 
lities of the Government. As against this the Goven- 
ment of India had in that year 177-7 millions invested 
in railways and 29-87 in Irrigation works or a total of 
207°57 millions under the two heads together.’ The 
Railway debt was earning about 5 per cent, the Irriga- 
tion debt about 7 per cent Therefore it was really no 
debt at all in the sense in which the term debt is used. 
That accounted for 207 out of 266 millions. Then the 
loans and advances by Government to various Local 
Bodies, Native State and cultivators amounted in that 
year to 13 millions, and the cash balances were 18-6 
millions. Thus 289 millions out of 267-28 millions 
represented the investment and cash balances of the 
Government, leaving only about 27 millions of real: 
unproducteive debt for the country. This was in 
1907-08. Since then the position has undergone some 
deterioration. Of course, there has been additional. 
borrowing for Railways and Irrigation, but we need not 
take that into-account since Railways and Irrigation 
investments are earning 5and7 per cent. interest 
respectively. But there wasa deficit in 1908-09 of 3-74 
millions. In 1909-10 there was a surplus of ‘61 million 
and this year excluding the opium surplus of 3 mil- 
lions, there is still a surplus of ‘49 or half a million. 
The position therefore during the last 3 years has 
undergone a deterioration by about 2-64 millions and 
we must add that to the,figure for 1907-08 to find the 
total unproductive debt at the present moment. This 
comes to 29°7 millions, say 30 millions. Orif the 
‘Finance Minister will prefer it, I am prepared to take 
the funded unproductive debt, as it appears in our 
accounts, which is 37 millions. That means making 
a present of about 7 millions to the Hon'ble Member ; 
but I will do soand will take 37 millions for the 
purposes of my argument. Now, Sir, what is a total 
unprodvctive debt of 37 millions for a vast.country: like: 
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India? What is such a debt compared with the huge 
debts of other countries? And is the reduction of this 
trifling debt a matter of such paramount importance 
that every thing the Finance Department can lay hands 
on should be devoted to this reduction to the practical 
exclusion of all other useful objects, as has been done, 
during the last 10 or 12 years? Sir, my protest against 
this policy of the Government has been along-standing - 
one. Year after year, for the last 10 years, I have 
been raising my voice in the Council against this 
policy, but so far without much effect. How does our 
unproductive debt compare with that of other countries? 
In England atthe present moment, you have a national 
debt of over 700 millions, corresponding to our unpro- 
ductive debt. In France it is over a thousand millions. 
In several other countries it is four to five hundred 
millions. Even in an Eastern country like China it is 
about 110 millions, though the annual revenue is much 
smaller than ours. The Hon'ble Member speaks of 
- the necessity of strengthening our credit. If we look 
at the rates of interest at which different countries 
borrow, it will be found that our credit is exceedingly 
good.”’* 
It was plausibly contended on the-other side that 
a surplus could not be put to a better use than to the 
reduction of unproductive debt and that a similar sinking 
fund arrangement existed in Great Britain for extinguish- 
ing public debt. What happened in India during the first 
decade of this century was that surpluses persisted in 
occurring year after year, ‘averaging about Rs. 4 crores 
a year. This was due partly to underestimation of revenue 
and overestimation of expenditure and partly to the exist- 
ing high level of taxation—an effect of the new currency 
policy inaugurated in 1899. The surplus revenue ought, 
therefore, to have been spent on measures of social reform 
rather than in reducing the public debt. . India’s un- 
productive debt has now increased by the addition of 


* See.Gokhals and Economic Reforms, pages 219-242. 
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£ 100 million given as a war contribution to Great Britain. 
Sinking fund arrangements have been made in connection 
with this debt. It must be remembered that against this, 
we have a special reserve of £ 20 million, about £ 34 
million of the Gold Standard Reserve and a slightly 
larger amount belonging to the Paper Currency Reserve 
invested in England. The public debt position of India 
will be clear from the following table :— 


1937-18 918-19 


Debt outstanding 1514-15 191€-17 Revised. Budget 


on 31st March. 





£ £ £ £ 
Sterling ... soe} 183,190,358 | 174,144,704 | 238,505,594 | 228,005,544 


Rupee Debt— Rs. Rs. Rs Rs. 
New Loan ses ius ies abe 30,00,00,000 
53 per cent ww. se 4,91,67,255 | 31,75,34,255 | 31,75,34,955 
5 percent... ee 1,10,51,523 | 27,09,65,523 | 26,65,65,523 


4 percent |  3,89,00,000 ; 21,46,54,000 | 16,16,77,000 | 15,98,77,000 
34 per cent ...! 138,12,21,400 | 132,02,13,950 | 118,90,98,950 | 118,94,58,950 
3 percent ...j 8,20,59,500 | 7,26,69,400 | 6,61,93,400 | 6,57,73,400 
Treasury Bills... ses w. | 41,00,00,000 | 42,00,00,000 
Temporary Loans.| 11,00,00,000 50,00,000 | 4,°0,00,090 
Other Debt veel 1,00,84,800 1,00,14,200 1,00,14,000 | 1,00,14,000 


Savings Banks i 
Balances ...| 21,84,66,176 | 25,25,68,358 | 30,26,37,358 | 32,00,23,358 





231. Summary.—tThe land tax is the most impor- 
tant source of revenue in India, yielding nearly one-fourth 
of the total income of the Government of India. -It is the 
oldest tax and has ever been the main stay of the rulers of 
the country. The duy of the subjects to conturibute to 
the expenditure of the king and of the king to spend the 
taxes so contributed for the good of the people, was 
recognized in olden times. Various other taxes and cesses 
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were also levied. The British Government tried to abolish 
the numerous small taxes which proved vexatious and 
made the assessment and collection of the land tax more 
systematic and strict. The land tax is a property tax 
because it falls upon all land, and it operates in practice 
as an income tax, being a certain proportion of the net 
produce or net rental. 


. In Bengal the land tax was permanently fixed, and 
even under the rayatwary system, the original idea of the 
authors of the system was to make the settlement perma- 
nent. But the rent theory andthe theory of unearned 
increment, swayed the policy ofthe State and the land 
tax ha; been steadily increased at each periodical settle- 
ment. The modern tendency is not to tax property but 
to tax income; and as the Indian land tax is, to all intents 
and purposes, a tax upon agricultural incomes, it is neces- 
sary that it should be assessed like the income tax, small- 
er incomes being exempted from payment or Denne taxed 
very lightly. 


' The Government of India derives income also from 
State property such as forests and monopolies like opium, 
and its railway property has now become very remunerative. 
Government has spent crores on the railways which, for 
years, were a losing concern. Interest upon the capital 
sunk in them had to be paid out of current revenue. But 
under contracts with the companies, the railways have been 
purchased by the State which now owns a major portion 
of them, though only a few are directly managed by the 
State. Whether State management would be more econo- 
mical and desirable, is a question which is being debated 
at present,and popular opinion: inclines to the view that, 
on the whole, State management would be preferable. 


In accordance with the free trade policy of the Govern- 
ment in England, the Indian tariff has been a purely 
revenue tariff. But owing tothe poverty of the people 
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of India and in view of pressing reforms which hive to be 
undertsken, more reliance will have to be placed upon 
customs. It was with the greatest difficulty that the 
import duties on cotton piece goods could be increased 
inthe budget for 1917-18 from 3} to 7} per cent. without 
@ corresponding increase in the excise. To secure larger 
revenue Government will, however, have to impose high 
import and export duties like those levied to meet the 
exceptional situation created by the war. The salt duty 
falls upon a necessary of life and must be lowered. The 
excise is mainly a tax upon a luxury, and a debasing 
luxury, and must be so regulated as to discourage drinking. 


These are the principal indirect taxes, while stamp 
duties and registration fees are of the nature of charges 
made by the State for direct services rendered. The in- 
come tax in India is conrparatively unproductive, and until, 
owing to the urgent necessities of war, the rate of the tax 
was increased and a supertax was levied as an extraordi- 
nary impost, the wealthy classes, it was believed, were let 
off lightly: If these classes are made to contribute their 
due share, the yield of the income tax will be consider- 
able. 


The Government of India has assigned certain revenues 
to the Provincial Governments, which have no powers of 
independent taxation ; and though there has been a steady 
decentralization of Provincial finance, complete financial 
autonomy is being demanded for the Provinces. The local 
bodies are financially weak. They raise revenue by levy- 
ing rates and cesses, but their income is inadequate to the 
needs of progress. A portion of Jand revenue or a share 
of the excise revenue may be assigned to them with 
advantage. Inany case, the resources of local bodies 
require to be expanded. 


Before Indig assumed responsibility for a war gift 
of 150 crores of rupees, the bulk of her public debt was 
6 
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productive and represented capital invested in tailways and 
canals. The unproductive debt has been comparatively 
small, and was steadily reduced, surpluses being used for 
the purpose whenever that was possible. Payment of in- 
terest and a gradual redemption of the public works debt, 
is provided for in the current expenditure of railways. 
The tax-payers have contributed to make the railways 
such a fine national asset, that railway revenue must 
provide an increasing share of total income of Govern- 
ment. 


With rigid economy and retrenchment, the existing 
revenue, growing with a slow but steady pace, will suffice 
to meet the normal demands of the administration. The 
additional revenues required to carry out the many press- 
ing reforms, will have to be obtained from customs and the 
income tax, suitably reorganized. All classes must con- 
tribute their proper share, but the principle of progressive 
taxation must be maintained. Indirect tdxation is pre« 
ferable from the point of view of the mass of the people 
and luxuries ought to be more heavily taxed. 


Chapter XYII, 
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232. Price Levels :—When we estimate the con . 
parative utility of an object, there emerges the idea of if « 
value. The value of one object may be expressed in 
terms of other objects when the comparative estimates 
of their desirableness are stated. There are several theo- 
ries in Economics in connection with the causes of value 
‘with which we are. not concerned. What is to be noted 
is that when value is expressed in terms of money, it is 
called price, and as barter has disppeared in all civilized 
countries the question of prices has assumed considerable 
importance. What is the cause of price, whether it is 
cost of production or the relation of demand for and 
supply of goods, need not be here considered. But it is 
necessary to understand that money is itself a commodity 
and as values are expressed in money, its own value is 
an important economic factor. 


The rise or fall of the prices of different commodities 
may be due to different causes. When the supply ofa 
commodity exceeds the demand for it, sellers have to be 
content with a smaller price the purchase’ may be willing 
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to give. The reverse will happen if the demand exceeds 
the supply. What will be the degree of the rise or fall, will 
be determined by the keenness of the demand and the 
ability of the supply to wait for a turn of the market. 
Much depends upon the conditions under which the 
supply is produced, the time required to increase it and 
the substitutes with which the consumer is likely to be 
satisfied, and so forth. 


Price is, therefore, an illustration of the law of de- 
mand and supply. There cannot be a general rise or fall 
of values, but this phenomenon can take place in the case 
of prices. Money is a measure of value, and if owing to a 
change in demand for or supply of it, its own value changes, 
the change must be reflected in a general alteration in the 
prices of all commodities. Prices of different commodities 
are always rising or falling in different degrees, and the 
changes may bs accounted for on the ground of deficiency 
or excess of supply or of demand. But amore or less uni- 
form rise or fall cannot be so explained and we must look 
for an explanation of the phenomenon in the change of 
supply of the common measure of value viz. money. 


233. Quantity Theory of Money.—A rise of 
prices means depreciation of money. When pfices go 
up, the purchasing power of money goes down. In 
fact, the rise of prices and depreciation of money are 
two aspects of the same phenomenon. The fact that 
prices go down, means that a smaller quantity of money is 
sufficient to buy a stated commodity and there is apprecia- 
tion of money. It is on this relation between prices and 
the quantity of money in circulation that the “ quantity 
theory of money” is based. The quantity of money in- 
cludes paper as well as motallic money, because credit 
very largely expands that auantity ; and the velocity with 
which money moves from hand to hand in exchange 
transactions, practically adds to the quantity. If the in- 
crease in. quantity is a¢companied by an‘ increase in the 
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volume of exchange transactions, the price relation will 
remain unaltered. 

Taken with its limitations, the quantity theory of 
money is perfectly sound and satisfactorily explains the 
fluctuation in prices. 7 


“Tn short, the quantity theory asserts that ( pro- 
vided velocity of circulation and volume of trade are 
unchanged), if we incerase the number of dollars. 
whether by renaming the coins, or by debasing’ coins, 
or by increasing coinage or by any other means, prices 
will be increased in the same proportion. It is the 
number and not the weight that is essential. Itis a 
fact which differentiates money from all other, goods 
and explains the peculiar manner in which its pur- 
chasing power is related to other goods.” 


We shall not here deal with the elementary considera- 
tions relating to factors which govern the fluctuation of 
prices in general and with the nature of customary and 
monopply prices. The question of prices in India, as 
elsewhere, is mainly a question of the operation of the 
law of demand and supply; and evidence for this is to 
be found in the rise of the level of prices of food grains 
in times of famine and scarcity. Ihe defective character, 
of communications and absence of keen competition as 
also the predominance of custom in the economic rela- 
tions of people, long governed the course of Indian 
prices. But the railways which have brought the various 
parts of the country into closer contact with one another 
and ‘India itself into intimate touch with foreign countries, 
rave changed the nature of the problem of prices, which 
are more susceptible than before to changes in the 
markets of the world. 


The history of prices in this country reveals the 
influence which the character of the monsoon exercises 
upon their constant rise and fall. Though the improve- 
ment of the means of communication has tended to an 
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equalisation of prices in different parts of the country 
and to a general rise in them, the prices of food grains, 
raw materials and of indigenous manufactures are still 
regulated by the favourable or uufavourable nature of 
rainfall, the prices of imported goods being but slightly 
affected from year to year. Varying local prices are 
fast being replaced by uniform general prices and the 
country is becoming one common market. instead of a 
series of small local markets as in the past. Retail 
prices are also being regulated by wholesale prices much 
more strictly than before. And it is important to note that 
price levels appear to have been affected by the curreney 
policy of Government and therefore by the quantity of 
money in circulation. 


234. Course of Prices.—As we have just re- 
marked, the favourable or unfavourable character of rain, 
its deficiency and excess, is generally the regulator of 
prices in India and particularly those of the food of the 
people. The prices of articles of export, bulk of which 
are the. products of the soil, are likewise similarly regu- 
lated, though demand for them in foreign countries is 
an important factor in their case. The famine prices of 
1877-78 and of 1899-1900 and the fabulons cotton: prices 
during the American War of Secession ( 1861-65 ) are 
instances in point. War prices of the past four years are 
the combined effect of several caurses, shortage of ship- 
ping, congestion on railways and augmented circulation 
of money. 


The general level of Indian prices began to rise in 
1904, and went higher and higher every year, until the 
rise assumed almost alarming proportions. The index 
number went up from 100 in a normal year before the 
rise commenced, to 140 and even to 200 and more in cer- 
tain cases. The rise was attributed to different causes by 
different people ; and while it was welcomed by some as 
an indication of growing prosperity, others traced it to 
the pressure of population on land and the normal de- 
ficiency of food supply as also to the currency policy of 
Government, which had, since 1899, artificially enhanced 
the value of the rupee. The question was discussed in 
the press and in the Viceregal Council, and the appoint- 
ment of a commission of inquiry was suggested. Gove 
ernment thought that the new currency system inaugu- 
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tated in 1893 and completed in 1899, had not had a 
sufficiently long trial and that commissions had always an 
unsettling effect upon things; they, therefore, deputed 
Mr. K. L. Datta to collect statistics on the question of 
high prices and asked him to submit a report thereon to 
Government. 

The following index numbers of prices speak for 
themselves :— 











Wheat. Rice. Bajree. 


a Le EY EE en ee 


Year. | eas 
Delhi. Caloutte, Ahmeda-o tutta. Madras.} Delhi. dabad, 








a] wen eee wees 


1873 100 100 100 100 100 100 100 


a ont seen lint = tee - 


1891 | 135 98 | 192 oi | 145 | 151 | 192 
1893 | 114 95 | 107 | 121 | 150 92 | 116 
1895 | 110 93 | 107 |,100 | 138 | 198 | 134 
1897 | 192 | 143 | 187 | 159 | 155 | 208 | 191 
1899 130 98 134 102 117 141 | 153 
1900 | ics | 113 | 149 | 110 | 180 | 446 | 201 
1903 | 125 95 9 | 128 | 146 | 115 | 101 
1904 | 120 | 101 96 | 129 | 148 | 105 | 115 
1905 | 147 | 109 | 121 | 142 | 197 | 145 | 446 
1906 | 150 | 110 | 183 | 154 | 198 |. 171 | 165 
1907 | 170 | 126 | 144 | 155 | 218 | 156 | 159 
1908 | 230 | 161 | 163 | 191 | 225 | 221 | 206 
1909 | 208 | 142 | 155 | 156 | 218 | 157 | 166 
1910 | 162 | 114 | 136 | 148 | 208 | 155 | 157 
1911 | 9 | 113 | 141 | 142 | 187 | 158 | 167 
1918 | 188 | 102 | 175 | 187 | 218 | 168 | 176 
1915 | 289 | .... | 189 | 197 | 208 | 299 | 206 


Gua EEE EEE : | 
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235. High Pricestin: India.—The ‘causes of: the 
high prices, Mr. Datta concluded,! were mainly of two 
kinds :—(1) causes peculiar to India, and (2) causes whose 
effects were world-wide. Among the former were (i) a 
decreased production of food stuffs, (ii) an increased de- 
mand for Indian raw materials and food products, (iii) 
development of communications, and (iv) decrease in the 
cost of transport ; and among the latter, the chief were 
(i) an increased supply of gold, (ii) development of credit, 
(iii)’destruction of wealth in wars and (iv) expenditure on 
the armaments. . Mr. Datta*thought that all these causes 
combined to raise the prices in India and that the rise was 
not due to any one cause. He was, however, convinced 
that the prices of food stuffs in this country had risen on 
account of the fact that the food supply of India, compared 
with the demand, reached/its* lowest level'in the :quin- 
quennium :1905-09 and thus. shortage of supply un- 
doubtedly contributed, in‘no small measure, to the unusual 
rise in price during: that quinquennium. 

Broadly speaking, three theories about the rise of 
prices, held the field: (1) that the large volume ‘of the 
rupee currency which, under the gold exchange standard 
system, ceased to be automatic, led to the depreciation of 
the token rupee; (2) that Indian currency had :nothing 
to do with high prices which could be explained by econo- 
mic changes of considerable magnitude going’on in India 
and the outside world ; and (3):the:pressurejof population 
and deterioration of the soil were mainly responsible for 
the rise of, prices. Finance’:Members like ;the Hon'ble 
Mr. Baker and Sir G. Fleetwood Wilson, held thes -ond 
view, and it was endorsed by Mr. K. L. Datta. Mr. uo- 
khale and others were inclined to accept the first theory, 
and some emphasised the third. These views found ex- — 
pression in the Viceregal Council, when the question was 
referred to year after year.* 


* See Gokhale and Economic’Reforms ; pages 183-187. ' 


CURRENOY AND PRICES. _ 489 


That the-quantity theory of nioney applied to the 
problem, seems to have been admitted by every one; and 
the difference lay in the emphasis laid upon ths different 
terms in the price equation MxV=TxP, (M=money, 
V=velocity of circulation, T =trade or volume of exchange 
transactions and P= price) and on the part played by the 
quantity of the token rupees in circulation. Thus Mr. 
Datta thought that the quantity of money increasing with 
the expansion of ¢redit and increase in its velocity, prices 
of food stuffs were bound to increase while the volume of 
their production remained steady. The Government of 
India did not, of course, admit the explanation of Mr. 
Datta about the insufficient supply of food grains.t This 
theory is only an application of the law of demand and 
supply and must hold good if proper attention is paid to 
‘other things remaining the same.’ 


236. Currency and Prices.—Making full al- 
lowance for the fact that “India, by its adoption of a 
gold standard, has been switched on to the currency 
guage of the rest of the world and is undoubtedly bearing 
its share in the price fluctuations to which the rest of the 
world has been subject,’t and for the increased demand 
for certain of India’s products, which has overtaken the 
supply as also for the pressure of population on a food 
supply which does not increase, one is led to believe that 
the general rise of the price level is, to a considerable 
extent, vue to the disproportionately large supply of 
currency. The spell of high prices ruling in Europe and 
America has been attributed to the increased output of 
gol’ ind the consequent expansion of currency and 
credit all the world over. The.same phenomenon is to be 
matkedly witnessed in this country, and the relation bet- 


ween high prices and the Indian currency system seems 
to be intimate. 


T See pages 152-155 above, 
} Sir Guy Fleetwood Wilson in the Viceregal Council. 
62 an 
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The official view is that the Indian currency system 
is automatic, that no more rupees are issued from the 
mints than are absolutely necessary for the purposes of 
trade and it is the rise of prices which has necessitated the 
increased coinage of rupees. Government certainly issue 
rupees in response to the demand of trade, but the output 
of these token coins has been exceptionally heavy. Mr. 
Keynes says :— , 


“The effects of heavy coinage are cumulative. 
- The Indian authorities do not seem to have under- 
stood this. They were, to all appearances, influenced 
by the crude inductive argument that, because there 
was a heavy demand in 1905-06, it was likely that 
there would be an equally heavy demand in 1906-07 ; 
- and when there was an actually heavy demand in 1906- 
07, that this made it yet more likely that there would 
be a heavy demand in 1907-08," They framed their 
policy, that'is to say, as though a community con-* 
sumed currency with.the same steady appetite with 
which some communities consume beer.’’t 


The total silver coinage at the Indian mints is shown 
in the following table:— 


Crores of Rs. Crores of Rs. . 
1902-03 11-38 1909-10 2:17 
1903-04 16-53 1910-11 2°19 
1904-05 11:37 1911-12 2-80 
1905-06 20-00 1912-13 19-53 
1906-07 26:08 #1913-14 13-15 
1907-08 18-11 1914-15 2°17 
1908-09 2°85 1915-16 1:62 


1916-17 © = 32-32 


There was, during the years 1902-1907, a close parallel- 
lism between the growing output of rupees and the 
steadily: rising prices. The rupees are not now melted 
ag they used to be before the closing of the mints, as this 


: 
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{ Indian Currency and Finance, 
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procedure entails a loss. There was a steadily increasing 
absorption* of the currency among the people and this 
inflation must have had a material effect in pushing up, 
the price level. Experience has taught that rupees dis- 
tributed over the interior of the country in payment 
for the staple products, do not-quickly return to centres 
of commerce and industry and efforts have sometimes to 
be made to get this currency back.t - If additions con- 
tinue to be made to the existing stock of rupees, the 
inflation must raise prices though not in the same pro- 
portion, because a part of the currency is required to 

meet the increasing volume of trade. This is the way 
in which the unautomatic character of the currency 
system acts upon prices. = 


237. Absorption of Currency.—Currency is is- 
sued in response to a demand for the financing of the ex- 
port trade in cotton, wheat, jute, oil seeds etc. And the 
absorption of the currency. must bring about inflation. 
The following figures show the absorption of rupees and 
half rupees during the past few years :— — 


Crores of Rs. 


Crores of Rs. 


1903-04 + 10-97 1910-11 + 3-34 
1904-05 + 743 1911-12 + 11:54 
1905-06 + 14-50 1912-13 + 10-49 
1906-07 + 18-00 1913-14 + 5-32 
1907-08 + 3-92 # 1914-15 — 6°70 
1908-09 +1488 1915-16 —10-40 
1909-10 + 13-22 1916-17 “ +33-81 


Gold and notes are taking the place of rupees in the 
currency absorbed by the people. The experience of the 
year 1916-17 as to the extremely slow movement of rupees 
from circulation into the government treasuries, indicates 
that heavy absorption of currency, year after year, must 


Se 


*See Annual Reports of of the Currency Department. 
+ Experience of currency difficultite during the war, confirmed the truth of 
ig statement and Government issued gold to attract rupees back into circulation. 
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have-had-something to do with the rise of prices. Simi- 
lat absorption ‘has recently taken place in the case of 
currency notes also. 


. The question of inflation has formed the subject of 
discussion in all countries. during the period of war. 
The high prices ruling during this period, were admittedly 
the result of a deficiency of supplies of commodities 
chiefly on account of the shortage of tonnage- In India 
the rise in the prices of articles of import has been niuch 
greater than that in the prices of articles of local pro- 
duction. The relation between the prevelent high prices 
and the heavy absorption of currencv has been denied 
by officials. How the two are related itis extremely 
difficult to determine. But that prices have been pushed 
up at least partly by the large supplies of currency seems 
to be certain. Crores of rupees are being spent by Gov- 
ernment for ‘war purposes, and the coins and notes put 
into circulation are slow to return to the state treasuries. 
Hence the necessity felt of attaching the metallic cur- 
rency by means of war loans. 


The problem of prices is complex and various factors 
exert their influence in determining the price levels. In- 
sufficient supply of Indian products, high gold prices ruling 
in outside markets, a large external and internal demand 
for Indian products, the éxpansion of credit—all these 
factors must be given their due weight. But the peculiar. 
character of the rupee currency, and the manner in which 
it is issued and is absorbed, cannot be ignored as an im- 
portant cause df the rise of prices. A rise thus brought 
about, cannot ‘be complacently regarded as natural and 
beneficial, ani an effort must be made to. minimise the 
influence of that cause by improving the existing currency , 
system. The idea of prosperity induced by high prices is 
misleading if all the factors causing the rise are not taker 
into account, - 4 
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238. Effect of High Prices. - In our chapter on. 
Production and Population ; we have shown how “if more 
mouths have to be fed with the same or nearly the same 
quantity of food, the prices must rise and this rise cannot. 
be an object of congratulation or of consolation in view of 
the fact already noted that the closing of the other indys- 
trial avenues is driving many people on to the land.” * It 
is superfluous to repeat that the producers of raw materials 

-which command high prices in the foreign markets, must 
benefit to the extent of the larger margin afforded (i) if 
the profits are nct intercepted by middlemen and (ii) the 
cost of production i; not increased. And raw materiuls 
required for indigenous industries must be sufficiently 
cheap as also the necessaries of life of the mass of 
the population. Then only will high prices prove 
beneficial. 


Cultivators supplying their own ladour and producing 
their own food, receive larger incomes on account of high 
prices. But those who have to employ dear labour and 
buy dear food and other necessaries of life, cannot be any 
the better fora higher level of prices. We have shown 
above that food production in India has not kept pace 
with the increase of population. A rise in the price of 
food grains, therefore, which is brought about by in- 
suffiiciency of supply, can have no beneficial effect upon 
the community. Even it we take only the producers of 
food grains, though rising prices must be an advantage 
to them, it must not be forgotten that tothe growing 
number of agriculturists this must be only a palliative. 
Cheap food is regarded everywhere as an essential thing 
to a nation, and we must have rather an abundance of: 
cheap food rather than insufficient supplies of dear foad: 
grains. 





+ Chapter VII. 
* Page 155, 
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+ ., Xbe- country, asa whole, must benefit by a rise in 
the.pri¢es of exported commodities only if there has been 
no corresponding increase in the prices of imported 
goods.. Mr. Datta observes :— 


“India’s exports have thus grown considerably in 
value in consequence of the rise of prices and only a 
part of this increase goes towards meeting the in- 
creased cost of herimports. There has also beena 
considerable increase in the volume of the imports of 
many classes of goods required for consumption and ' 
the increase in the imports: of many classes of goods 
which were formerly considered as luxuries but are 
now recognized as necessaries, bear eloquent testimony 
to a standard of living which is rising higher and higher 
with the rise of prices and the material prosperity of 
the country.” } 


The true benefit will be aeaeured by the difference 
between the prices of the exported and imported com- 
modities, their character and their quantity. 


239. Speculation and Prices.—Prices in the in- 
terior of the country are generally regulated by custom 
and are little affected by the movements of trade in the 
big towns. It is only in the case of the staple articles 
of export such as cotton, jute, oil seeds &c. that condi- 
tions prevalent in foreign countries affect prices in the 
districts. Retail prices are not easily disturbed by 
the fitful currents of wholesale dealings in the larger 
markets, though the connection between the two, is 
becoming closer every day. 


Concentration and specialization in production make 
buying and selling upon a large scale necessary. Even 
@ siaill merchant has to buy in anticipation of the demand 
he.will have to meet and he makes his own calculations as 
to the quantity and price. There is’ some risk involved 
in thie purchase of large quantities long before they 


t ~f Report on High Prices. 
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can be disposed of. But that is the chief function’ ‘ whioll’ 
the merchant performs _ for — the cohwmmer 
remunerates him. 


A cotton manufacturer must ensure a valtidiiaiis 
large supply of the raw material at a reasonable .price. 
Cotton is produced ina certain season and its quantity 
and price are likely to be affected by several circum.’ 
stances. He must, therefore, buy in antcipation and must 
thus indulge in a kind of speculation. 


“The essence of speculation lies in forcasting 
price movements and then buying or selling for a 
profit. Having made his forecast, the speculator 
buys if he thinks prices are going to rise, sells if he 
thinks prices are going to fall. He looks to the future 
and works on an estimate; he takes the risk of loss 
if his forecast is wrong in return for the chance of 
gain if his forecast is right.’’* 

Manufacturers and merchants, therefore, buy ‘and 
sell on contract and certain people specialise in these 
speculative dealings. Sales and purchases for future deli- 
very are carried on by brokers; and cotton, jute and other 
exchanges have come into existence in this country. In 
Bombay and Calcutta, the markets for these staples are 
controlled by associations of dealers who have their special 
rules under which speculative transactions are carried on. 
Speculation, if it is carried on with the definite object 
of securing and supplying commoditias at fixed prices, is 
socially very useful and has the effect of steadying prices. 
But there is a bad kind of speculation like the good 
kind, which degenerates into pure gambling. 


A person both buys and sells futures to make his 
gains and losses even; and there is nothing wrong in this. 
But many people buy and sell without having the least 
idea of ever taking or giving delivery when the day fixed 
for ‘settlement’ comes. ,The payment of difference in 


ae Nie ste el 


* Henry y Clay : y : Economics. a re 
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Be Fates fixed involves loss to ‘one of the two -patties, 
age “the calculations on which the prices: -wete 
e e may be upset by circumstances beyorid his controt. 
oékiess and irresponsible speculators use all kinds ‘of 
arts to manipulate prices in their own interests and the 
whole market is thrown into confusion by the manoeuvres 
of ‘bulls’ and ‘bears’. The ruin of a few people may 
legd ‘to a widespread disaster and the whole structure 
of credit may be rudely shaken. The condition of the 
Bombay cotton market in March and April of 1918 with 
respect to speculation in Good Broach, whose price was 
pushed up by ‘bull’ operators to unprecedented heights, 
is an interesting illustration in this connection. 


-; 290, Standard of Living.—With the expansion 
of currency and the more general use of money, the 
habits and tastes of people of all classes are changing. 
In England, wages rose to a high pitch owing to the war 
and a8 more money circulated in the country, the- work- 
ing classes spent more and devoted their earnings to the 
consumption of luxuries which were formerly beyond 
their reach. Improvement of communications and imports 
of cheap articles of everyday use from foreign countries 
into India, combined with rising prices and higher wages, 
have induced people to consume such articles, and this 
cdugumption is producing interesting social effects. 
Restrictions imposed by caste, religion and custom ere 
gra slack and new ways are being adopted in eat- 

g, dressing, furnishing houses and in other matters. 


The growing imports of certain articles ‘of luxury 
and convenience are taken as an indication of the abave 
change in the objects and methods of consumption .apd 
aan unmistakable indication of material prosperity~‘of 
tha, bulk of the population. An increasing use of cleth- 
ing: and of clothes of a better quality, the construction’ of 
better houses, the consumptien . of wholeseme- feed in 
sufficient quantity, improved water supply and sanitation, a 
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growing habit of reading anda more liberal supply of the 
sources of innocent amusement and of the general amenities 
of life,—these will certainly bespeak a higher standard of 
life, A mere substitution of one article for another, ora mete 
change of social customs, is by no means, asure sign of 
true prosperity. 

The middle and the lower classes of population are 
doubtless now able to command certain comforts and 
luxuries which formerly they could not dream of enjoying, 
and to that extent there are signs of the standard of life 
rising higher. More money circulates among them than be- 
fore; but most of the rayats have no stocks of grain, as 
they used to have, there is scarcity and deterioration of 
milch cattle, and they do not seem to feel better off in 
spite of the changes noted above. Whatever prosperity 
we see is the prosperity of the few and the volume of 
wealth appears to flow from the countryside to centres 
of industry and trade and from the mass of the popula- 
tion the middlemen. The following statistics of imports 
of certain articles of luxury and convenience, are given 
asa proof of growing prosperity :— 

Imports of certain Articles of Luxury and Convenience. 


Lakhs of Rs. 
1908-09 19¢9-10 1910-11 19-12 8912-13 2913—74 
Sugar and Molasses .... 10,62 11,15 12,62 9,96 13,78 14,47 
Kerosine Oil si 3,32 2,51 2.37 3,25 2.56 2,86 
Cotton piece goods ee 32,20 32,82 37,54 41,20 51,80 60,54 
Silk 1,85 1,85 2,30 2,15 2,55 2,52 


Woollen piece " goods . oe «= 2,38 1,58 2,43 2,79 2,40 3,06 
Apparel and haber- 
dashery = 1,95 1,92 2,84 2,85 2,75 3,c6 
Boots and Shocs ss 39 37 46 55 65 - 74 
Copper and Yellow 
metal : isi 1,69 1,69 2,22 1,62, 1,76 3,51 
Matches = 75 82 84 88 98" Go 
Soap ies 41 45 53 62 70 74 
Betal nuts 87 88 T,08 1,05 1,18 3,23 


— Iron sheets. 197 2,42 3,45 2,98 8 83 5,38 
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58,33 58,46 69,36 69,91 84,74 97,57 
Index No, (aking > 


quingi ee, te 
1908-13 as ee 86 87 99 108 ‘3,25, 3,44 | 
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There is no doubt about the fact that economic 
changes which are in operation in the country today, are 
producing far-reaching effects upon the methods of con- 
sumption and the general social status of several classes. 
Many people who have adjusted themselves to the new 
‘forms of industrial organization, are now able to earn 
more than if they had remained in the old grooves pres- 
cribed by custom. They continue to be members of the 
old castes but their standard of living isbeing raised to that 
of the higher castes. They live, speak and dress different- 
ly and social equality is being created by economic im- 
provement. From the point of' view of consumption 
Indian society no longer wears the old static aspect, and 
changes are visible on every side. Most of the articles 
of luxury and convenience given in the above table, are: 
however, largely for the use of urban population and the 
masses dwelling in villages have but a small share in that 
prosperity. 


241. Consumption and Prosperity.—The in- 
creased consumption of imported articles may be an indi- 
cation of material progress, so far as it goes. But there 
is the other side of the shield. Mr. Ramsay Macdonald 
says of the use of articles of luxury by the working 
classes in India as follows :— 


“Better clothes are being worn, cigaicttes are 
beginning to take the place of the hookah, alcohol is 
being more widely consumed, shoes are more general, 
umbrellas are becoming more common. The people's 
wants—too many of them debased—are becoming 
more costly to meet. As evidences of increased pros- 
perity, I place little reliance upon such facts. These 
things no more show prosperity than expensive wed- 
dings or extravagant funerals.”’* 


An increase in the number of wants is desirable and 
a larger supply of necessaries and comforts is. indispens- 
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able for material progress. We see physical and in- 
tellectual lethargy in the villages and any thing that will 
shake people out of it, is welcome, but the masses are still 
uninfluenced for good by modern civilization. And the - 
articles consumed either as substitutes or additions, must © 
not lead to physical deterioration and moral debasement ; 
and changes in the manner of living, dressing and so 
forth, must be conducive to healthy physical and moral. 
development. ‘Tea-drinking has already spread into the 
interior of the country and among all classes of people. 
In the Bombay Presidency ‘the rapid multiplication of 
places of refreshment where tea is sold is remarkable and 
the beverage is becoming popular with the masses.” 
Workmen, employes and others, find tea to be a beverage | 
which braces the nerves and gives temporary energye, 
It can be easily prepared and can be had without diffi- 
culty at times when it is required. 


The substitution of tea for the more wholesome bread 
and milk as food, cannot, however,:be recommended and 
the prevalence of the ‘ea habit is to be deprecated on this 
ground. The place of an adequate quantity of cheap, 
wholesome food of the old kind, can not be taken by 
drinks and foods of the modern fashion without detri- 
ment to the consumer. And many are the martyrs to 
tea and coffee and, therefore, to dyspepsia and other 
diseases. The consumption of liquor is, again, on the 
increase and unfortunately it is shown as a sign of 
material prosperity. The introduction of money economy 
is placing money in the hands of workmen who are 
tempted to spend a largg portion of their earnings on 
liquors and other intoxicants. 


It appears that the habit of drinking is fast spreading. 
The two chief religions of India, Hinduism and Islam, have 
condemned drink and yet the lower classes are taking more 
and moretoit. Several workmen drink away a large part of 
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their wages and make themselves and their families miser- 
able. Ia the Punjab, for.instance, we are told that “among 
all classes the increased means have not been accompanied 
by # proportionate development of the rational enjoyment 
of leisure. The Jat, if his religion does not forbid him, 
spends more time with the bottle and too many find in 
the excitement of the law courts their only. relaxation.” 
This is an illustration of the spread of the evil of 
drink thoughout the whole country and the efforts of 
temperance reformers have not produced any appreciable 
effect. = | 


In the second chapter of this book, an attempt has 
been made to give an idea of the Indian out-look on life 
and on the material world. There we have referred to the 
effect of the contact of modern Western civilization with 
the culture and social organization of India. The 
economic, social and political evolution which began 150 
years ago,is tapidly proceeding and the pace of the 
progress has been recently quickened. There isa steady 
approximation to European ideals, in dress, manners and 
institutions, and the goal of progress is believed to lie 
in the clothing of Indian spirit in the garb of modern 
civilization. Dramatic performances, cinemas and vices 
of all kinds absorb a large portion of the earnings of 
labourers and traders in towns; and extravagance of 
the worst sort is seen to eat as a‘canker into the 
vitals of the rich among the lower middle and lower 
classes. The mass of the population in India has not 
yet experienced the full effects of the impact of the 
two civilizations, though the reaction of the new forces 
on the people in the economic, pélitical and social spheres 
is clearly visible. Changes in production and distribution 
have.been described in the earlier chapters and those in 
consumption are noticed in the present chapter. 


242. The Masses and Consumption.—Indian 
cultivators and handicraftsmen have struck observes as 
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people of simple habits, sober, contended and God-fearing. 
But their thriftlessness and extravagance in marriage 
ceremonies and funerals have attracted a good deal of 
attention as also their fondness for ornaments ; and these 
are often exaggerated.” There is extravagance of a sort 
in these matters among all classes of the community, and 
debts contracted for social and religious purposes are 
not regarded as something undesirable. Custom requires 
that so much shall be spent on festive and mournful 
occasions and to most people custom is an irresistible 
tyrant who ‘take a heavy toll of his victims. 


Social reformers have been crying against this 
evil for years in vain. Factory labourers are no less 
free from indebtedness than cultivators, as may be seen 
from the account given below. But there are a few 
thrifty people':in. all the strata of society and the 
saving habit has to be inculcated and sirengthened. 
Wages earned and saved in towns are remmitted to 
villages to support families on the land. It is an 
interesting phenomenon that people migrate from the 
districts to towns for earning a living as factory work- 
ers, domestic servants, petty traders &c. and they 
remit home their savings with which new landed pro- 
perty is purchased and old property is repaired. The 
social reform movement has not yet touched the lower 
classes, and it is they among whom it must spread. We 
have already referred to the indebtedness and poverty of 
the rayats ;:and every thing which will make their lives 
brighter, give them sufficient food, shelter and clothing 
and raise them physically, morally and intellectually, 


* See Report of the Deccan Riots Commission. 

Mr. Datta says in his Report on High Prices :——- The Indian cultivator. is, 
as a rule, thriftless and extravagant and much addicted to litigation. He lacks 
that business education which leads the rayat to restrain his tendency to borrow 
and which enables bim to calculate the result of expenditure whether on‘ improvee 
mente or etherwise.” - e be ae 
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must.be attempted by those who are interested in’ the 
uplift of the: nation. | 


The life of the villager is of the simplest kind. Bread 
of Bajri and Jvari, or of Wheat in Northern. India, and 
Rice in Western and Southern India, accompanied by a 
small-quantity of vegetable, forms the common dietary. 
Clothing is rough and cheap in the case both of men and 
women, and according to Western ideas, insufficient. 
The houses have mud walls and thatched roofs and are 
kept clean, though ideas, of personal hygeine and 
general cleanliness are at a discount among the lower 
classes. A few trinkets and holiday clothes constitute 
their luxuries. Most of the village peopleand many workers 
in towns are sunk in chronic indebtedness and unless and. 
until they learn thrift, it is hopeless to expect much 
improvement in their condition. The standard of life of 
people of the highest castes among Hindus and among 
townspeople generally is higher. They are better 
housed, clothed and fed. , 


The condition of the depressed classes is everywhere 
extremely deplorable. These people have to live on ‘the 
outskirts of villages and towns arid they are really out- 
casts. Their houses and general surroundings are dirty 
and their habits are filthy. The uphift of these classes 
is now being taken up as an urgent: national problem 
and strenuous and sustained efforts alone will solve it. 
The labouring population in towns is fast changing its 
habits and customs, and this change is very slowly per- 
meating the country side where kerosene, corrugated iron 
sheets, glass and chinaware, cheap lampware, matches, 
soap, tea and toys are being introduced into common 
use, 


The Indian cultivator or labourer cannot be compared 
to the farmer or workman in the West in the matter of 
wages and the standard ‘of life. They are so unlike: each 
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other. The average income of an American working. 
man’s family is calculated at Rs. 2,248, 42 per cent.:of 
which is spent on food and a large percentage is used 
in buying comforts. -The average income per family 
in the Deccan village of Dr. Mann's inquiry, is only Rs, 
218 and it appears 70 per cent. of this is spent on food and 
about 22 per cent on clothing. He concludes:—* The 
people in the most sound position are those with small 
families, with few children, with much land and with few 
debts. Only 83 per cent. of families are able to maintain 
themselves on their land alone, 27 per cent. on land 
plus outside labour and the remainder appear to be un- 
able at present to reach the standard of maintenance 
which they themselves set up.” 


The following summary of the information® collected 
in Bombay for the purpose of initiating a movement for 
redeeming the debts and generally improving the con- 
dition of the factory operatives, will prove instructive :— 


‘A large number of people among mill hands in 
Bombay who are mostly Marathas hail from the 
Konkan Districts and a small percentage varying from 
20 to 30 come form the Deccan Districts. There are 
some from Northern India also. The average age of a 
millhand varies between 29 and32. Though all classes 
of people such as middle class Marathas, Kolis, Gaulis, 
Mahomedans, Mochis, Dheds, and Mahars are working 
in mills in Bombay, yet the number of Marathas 
preponderates. In Gujarata large majority of the mill- 
hands consists of Hindoos who mostly come from 
Gujarat, Kathiawar, and ‘Rajputana. About 25 per 
cent. are Mahomedans; andasmall percentage varying 
from 5to 10 of the people of the Depressed Classes 
is seen there. In Sholapur Mills a number of weavers 

_areseen employed. The average period of stay of 
those who are now working in Bombay varies between 


* Deht Redemption Among the Urban Labouring classes—A Paper by 
Mr. G, K. Dey.adhar. 
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12 and 19 years and in Gujarat from 11to16. As most 
of the mill-hands do not entirely depend upon the mill- 
Jabour owing to their having some Jands in their 
village, all of them do not bring their families and thus 
e large number live single and several such people 
occupy one room. Besides, “bound by strong ties to 
the land and to the village” they generally go to their 
native places for one monthin a year; but some go 
once in two years and a few in five years; and now 
there are nearly 10 per cent. of people who do not go at 
all; and thus, a small proportion of mill labour may 
represent what the Indian Factory Labour Commission 
of 1908 terms the “ factory population,” “ trained 
from their youth to one particular class of work and 
dependant upon employment at that work for their 
livelihood.”’ 


Though nearly two-thirds change their service 
owing to low pay and failure to obtain leave on account 
of sickness, the remaining one-third stick to one mill. 
The percentage of literacy among the mill-hands in 
Bombay has a very wide range. The average in mills 
where there is a small propurtion of millhands practi- 
cally settled in Bombay, works at 15; but others show 
a higher average. In Gujarat, the Broach mill has the 
percentage of 36; while in Ahmedabad the percentage 
is 16 only; whereas in the Sholapur Mills it is as low 
as 10. Thus it seems that considering the proportion 
of literacy in rural areas, continued urban life gives a 
better impetus to literacy. The average number of 
persons in a mill-hand’s family in Bombay is nearly 4 
and the same in Gujarat. The monthly income of the 
principal wage-earner in a Bombay mill in the spin- 
ning department varies from Rs, 10 to Rs. 20; the weavers- 
earn between Rs. 11 andRs 25; while the jobbers earn 
from Rs. 30 to Rs. 75; and in other departments they 
earn from Rs. 15 toRs. 25. These incomes are supple- 
mented in many a case by the incomes of other mem~- 
bers ‘of his family in Bombay. Thus, roughly spesk- 

- ing the average income of a mill-hand family in 
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Bombay works at Rs. 22 and per head Rs. 55. In 
Gujarat the average per family is about Rs. 20 and 
per member Rs. 5. From the mass of information about 
wages it is clear that the unskilled labourer gets 
generally from Rs. 8 to Rs. 12 per month, while the 
skilled workman earns very easily a much higher 
wage. The average monthly expenditure of a family 
of four persons works roughly at Rs.18. Asa rule 
taese people live within their means but do not save 
more than an average of Re. one per head when their 
eurnings are poor; but when the salary is pretty high 
there is noticed a tendency .to make comparatively 
large savings; and these, as a rule, go into the pockets 
of the money-lenders in part payment of interest on 
loans borrowed from them. The habit of drink ‘among 
these classes is not as wide-spread as it is generally 
supposed. Nearly 50 per cent of them seem to be 
total abstainers; 35 per cent drink occasionally and 
the rest are hard drunkards; so much so that in a 
few instances: women, who in almost all cases are 
tutal abstainers, have to support their husbands by 
their earnings. 


As regards indebtedness it may roughly be stated 
that nearly 80 per cent. of the labourers are indebted. 
The average of debt per family is about Rs. 125 which is 
made up of debts incurred in their native places and 
those that are incurred in Bombay;and the rates of 
interest generally vary from 25 per cent. to 373 per cent. 
on loans taken from the village sowcars to 75 per cent 
which is paid to the marwaries in Bombay. The mill- 
hands in Bombay invariably have to borrow from 
Marwearies at a rate of interest which is scarcely less 
than 75 per cent. or one anna per rupee per month. In 
Gujarat whera the average of indebtedness is slightly 
low. the ordinary rate of interest in villages is 18 to 25 
par.cent,. whereas the Bania’s rate of interest in yrban 
argas.js.nearly the same.as the usurious rate charged. 
by the Marwaries i in Bombay, The causes that lead 
the mill-bands to borrow are nearly common all over, 
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such as, maintenance of the family, marriage, sickness, 
social ceremonies, funeral rites, payment of ancestral 
or old debts, agricultural needs, litigation, &c. &c.; but 
they have not so much to pay for securing service as 
othershavetodo. Among Bombay mill-hands, slightly 
over two-thirds possess lands and homes of a small 
value in their Villages. In Gujarat a smaller number 
owns lands as the agriculturists do not largely go in 
for mill-labour. In Sholapur Mills about 40 per cent. 
possess lands and houses. As would be expected, 
nearly all possess silver ornaments ofa small value and 
even a few have some cash. A _ small percentage of 
people have their lands mortgaged to their money- 
lenders; almost all of them are willing to join co- 
cperative associations, if formed, for the purposes of 
credit, store, and lifé assurance. 


The above generalizations apply mainly to factory 
workers both in Bombay and outside. The conditions 
of other labourers differ from those of the mill-operatives 
in some important respects. The sweepers mostly 
come from Gujarat and Kathiawar and a few from the 
Punjab. Their incomes are much higher than those of 
the unskilled labourers in mills, because they make 
money by private employment and at night some of 
them even work in the docks. Comparatively they 
have a high standard of literacy and their habits are 
extremely temperate. They are generally very frugal, 
yet their average indebtedness is much higher, z. e. Rs. 
250 which in some cases goes upto Rs. 500 because 
of the conditions of service. They are indebted mostly 
to Marwadis and to their caste men and sometimes to 
Bhaiyas and Banias and have to pay interest at 
various excessive rates such as 60 per cent., 75 per cent. 
and 120 per cent. per year. Whereas’the Mahars, whose 
average indebtedness ranges between Rs 150 and Re. 
200 and is higher than that of the mill-hands and 
lower than that of the sweepers, have to pay interest 
sometimes at 150 per cent, i. ¢., annas two per rupee 
per month, the most common rate being 75 per cent: 


~ 
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In other respects their condition is much the same as 
that of the others. From the above analysis ono thing 
stands out boldly anditis this. When an average 
labourer comes to Bombay, instead of being able to’ 
shake off the burden of his previous debts, he is 
dragged deeper into the mire of indebtedness by several 
unavoidable causes and the result is that he is nearly 
killed under the pressure of the very exhorbitant rates 
which he has to pay to the sowcars to whom he pawns 
nearly all the jowels and ornaments he possesses. The 
money-lender is anxious that his prey should not slip, 
out of his hands and so he cleverly manages to keep 
him under his clutches as long as he can. There may 
be some justification for charging a slightly higher rate - 
than the market rate but not certainly so high as 75 to 
120 per cent. especially when the people enjoy a fairly 
good reputation of regularly paying their monthly 
instalments to the Marwadis who have given them 
good certificates in this respect and it is in very few 
cases that they have to go to court. Some Banias and 
grain dealers charge on credit accounts of grain &c. 
150 per cent. to the Mahars and there are a few ex- 
tremely needy people whoeven pay 300 per cent. 7. e. 
annas four per rupee per month, to the Kabuli money- 
lender whose methods of realization are too well- 
known to need their description here. 


These things make it absolutely impossible for 
the poor man to extricate himself from this dread- 
ful position and he is completely at the mercy of 
the sowcars. I have known instances of people 
who for the fear of the sowcars do not even go to 
their homes for nearly eight days after they have 
received their pay. The usual practice of these people 
is to bring the pay to the money-lender who credits it 
to his account which the borrower can scarcely under- 
stand. Then he receives on the same account a fresh 
loan for the expenses of themonth. Thus, as new fetter 
is forged on his legs. It is commonly known that 
clever sowcars who deal with these needy classes 
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- generally take from them a-bond for twice the value of 
the amount actually paid, the interest for the period 
‘being first deducted. In investigating acase it was 
-brought to my knowledge that the usual practice of a 
money-lending firm that gave financial accommodation 

to the poor tram-conductors and such other servants 
was to take a bond of Rs. 50 for a loan of Rs. 25 to be | 
returned in three months; and deducting interest at 75 
per cent, stamps and writing charges the borrower 
would actually receive Rs. 20 for which a bond for Rs. 
50 had to be passed. Itis here that the special aid of 
co-opearation is sought and the details of some of the 
existing Debt Redemption Societies given below will 

‘ show that co-operation can really bring them partial 
though not perfect relief. 


243. Conclusion.--(1) The standard of living of 
the mass of the population is very low. In the interior 
parts of the country where the bulk of the people live, 
conditions in the matter of housing, sanitation, food, 
clothing &c. are unsatisfactory. 


(2) Rising prices have benefited a few land-holders, 
but a large portion of the cultivating classes and agricul- 
tural labourers have not benefited by them. The position: 
of merchants, manufacturers, money-lenders and of the 
urban population of the higher and the middle classes is 
better. But wages, except in a few instances, have not 
risen in proportion to the high prices of the necessaries 


of life ; and the lot of those who have fixed incomes, is, 
of course, hard. 


(3) The consumption of imported foreign articles is 
fast spreading in urban areas and new tastes and chang- 
ing habits bespeak a slow social evolution which is in 
progresss in the country. But people living in cottages 
are but slightly affected by these aniueneoar and conpaue 
to lead plain rural lives. 
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(4) Chronic indebtedness is a serious. drawback: in 
the position of the cultivating and the working -classes 
generally and materially curtails their power of produc- 
tion and consumption. 


(5) The evil of drink unfortunately is on the increase, 
and is responsible for a good deal of misery suffered by 
the lower classes. 


(6) The peculiar customs of the people which entail 
heavy expenditure on religious rites and social functions, 
on weddings, funerals, &c. entrench upon their small 
incomes and often drive them into indebtedness and 
misery, 


(7) Another evil to which reference must be made is 
litigation. Disputes about land and money dealings are a 
potent cause of ruin to cultivators, craftsmen and labour- 
ers. The average number of civil suits instituted in British 
India is 202 lakhs, and in 1913, involved a money value 
of more than Rs. 42 crores. Fifty five per cent. of the 
suits instituted in 1913, were for amounts not exceeding 
Rs. 50, and 95 per cent. of the whole number were for 
sums not exceeding Rs. 500. The disputes involve a lot 
of expenditure to litigants; and cheap justice, by means 
of the institution of punchayats and otherwise, seems to 
be necessary. Factiousness is a feature of village life and 
modern administration of justice is very costly. 


(8) The joint family system is an important economic 
factor, and an average Indian family is an association for 
consumption as well as for production. Partitions of 
real property are indeed common and usually render 
production inefficient. The joint family system has its 
advantages and drawbacks. It renders living economical. 
and conduces to the protection of the weak and the aged. 
But it likewise chills enterprise and puts a premium on 
‘idleness. Bickerings among the members of a -joitt 
family are common and their life is rendered miserable, 
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(9) The instinct of charity is strong in India, and 
owing to the prevalence of private, individual charity, the 
need of the poor law does not exist. Orphanages, hos- 
pitals and other institutions for the relief of the weak, 
the helpless and the suffering, have indeed come into exis- 
tence,.and there is immense scope for their increase 
and development. The problem of sturdy beggars and 
mendicants who consume without making any contribu- 
tion, direct or indirect, to the production of communal 
wealth, is urgent in Indis, There is a waste of con- 
sumption going on in this direction which must be 
controlled and reduced. Charity must be diverted to 
more useful channels conformably to the needs of nation- 


al progress. 


(10) Luxuries of a sort people of all classes will 
always require. But wasteful luxuries indulged in by the 
higher classes, must be curtailed if the people in the lower 
strata of society are to have the means of a decent exis- 
tence. The earnings of the latter will have to increase so 
that they may command the aecessaries of life in adequate 
quantities. Railways, steamships, the post office, the tele- 
graph and other agencies of modern civilization are 
slowly bringing new conveniences and comforts of life 
within the reach even ofthe poor. But it has been stated 
above that from the point of view of consumption, there 
is no real and substantial improvement in the lot of the 
lower classes of society, particularly of the rural popu- 
lation. 


(11) The rude rural plenty of the olden times, no 
doubt varied by frequent scarcity, has been now replaced 
by a uniform shortage of food stuffs. Cheap food of a 
better quality must be made available to the middle and 
lower classes. Sanitary dwellings, nourishing food at 
cheap prices, ample supply of pure water and decent 
clothing are the needs of the urban and rural population, 
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The lack of these cannot be compensated by the con- 
sumption of the so-called luxuries. 


(12) Theeaverage income per head of the population 
is low to a degree and is not sufficient to afford the means 
of a healthy and comfortable living. The extravagance 
spoken of in connection with the Indian masses, must, 
therefore, be understood in a comparative and limited 
sense. There is yet much room for thrift even here and 
with proper care a small income may be made to goa 
long way and much waste may be avoided. Saving and 
useful expenditure must be encouraged and the spread of 
education is calculated to bring about a good deal of ims 
provement in this respect. 


244. Summary.—When value is deiweeeal in 
terms of money, it is called price. Prices of commodities 
will rise or fall if people are prepared to pay more or may 
pay less for them. The law of demand and supply 
operates here and prices are determined by the quantity 
of supply on the one side and the intensity of demand, on 
the other. Values being expressed in money, the supply 
of the media of exchange, exerts very great influence on 
the course of prices. A rise of prices is the same thing 
as depreciation of money and a fall means the enhance- 
ment of the purchasing power of money. The fluctuations 
of prices are shown by index numbers, 


Prices may rise under a monopoly and will be lowered 
under the influence of competition. When the supply of 
certain kinds of commodities runs short, e. g. the supply 
of food grains in times of famine, prices go up, that isa 
certain unit of money purchases smaller quantities or a 
larger amount of money must be paid to buy the same 
quantity of goods. Different causes, operating either on 
the demand or the supply, will raise and lower prices. 
But when the general level of ‘prices is affected in either 
direction, we have toturn to the quantity of money in 
circulation for an explanation. 
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This quantity theory of money satisfactorily accounts 
for changes in-price levels. Prices were low in old times, 
because the quantity of money in circulation was small 
and the commodities commonly consumed were plentiful. 
Only those articles were dear, of which the supply was 
limited. During the last few years, prices have gone up 
all the world over, and this depreciation of money is set 
down to the increased production of gold and the con- 
sequent expansion of currency and credit. India has now 
been brought into intimate contact which the markets of 
the outside world and the general rise of prices has 
extended to this country. 


The rise of prices in India, which began about the 
year 1904, could have been caused either by an inadequate 
supply of commodities or by an increase in the quantity of 
money in circulation. Mr. K.L. Datta who made an 
inquiry into this question for Government, concluded that 
the supply of food grains in India having failed to keep 
pace with the growth of population, their prices rose; and 
in the case of the other commodities he attributed the 
rise to a variety of causes some peculiar to India and the 
Others operating throughout the world. Those who 
expressed the view of Govenment, declined to believe that 
the quantity of rupees issued from Indian mints had 
anything to do with the rise of prices which they attribut- 
ed to other causes, such as the expansion of credit, exten- 
sion of communications and so on, while the critics of the 
Indian currency system held that the general rise of the 
level of prices was brought about by the enormous circula- 
tion of the token coins which exceeded the demand. 


The social and economic evolution which is going 
on in the country, has resulted in a steady change in the 
methods of consumption. Food stuffs have become 
dearer within the last few years, and though the railways 
enable the transport of food grains from one part of the 
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country to another in times of scarcity and even in normal 
times, the totul quantity of the stuffs has not increased in 
proportion to the population. Tea has indeed become 
acommon thing, and among the higher classes, other 
articles of food are being used as substitutes or additions. 
Among them, there is a tendency to adopt western methods 
in the matter of dress, housing and furniture and a demand 
for these articles has led to an increase of the imports of 
the commodities calculated to satisfy the new wants. The 
imports of cheap foreign articles has stimulated their 
consumption on an increasing scale. 


In towns enjoying facilities of railway communication 
changes in this direction are well marked and..they are. 
slowly penetrating even the countryside. Operatives 
working in factories, require more clothing and a larger 
variety of it and they spend their earnings on other things 
which were luxuries before or which they could not have 
thought of using on account of their outlandish character. 
Consumption of liquor is unfortunately spreading fast 
among the lower classes, and on the whole, it appears that 
higher wages have not led to any physical and moral 
improvement in these people. 


The westernising tendency is proceeding rapidly in 
the country though the bulk of the population living in 
Villages, is yet unaffected by it. The standard of living 
is rising among classes of workers whose wages have in- 
creased ; but the rude plenty which characterised agricul- 
tural and urban life in the past is no longer to be seen. 
Spread of education, the adoption of western ways of life, 
and the establishment of the modern system of administra- 
tion and law are tending to improved sanitation and an 
increasing enjoyment of material comforts. Certain evils 
which western civilization and modern industrial organiza- 
tion have, however, brought in their train, have to be- 
combated as they arise. Indebtedness is a chronic come 
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plaint from which the working classes suffer most, and 
though on the whole, they are simple and sober, there are 
certain directions in which much avoidable waste is going 
on; and this waste has got to be prevented. The Indian 
working man does not compare unfavourably with the 
operative in other countries except that his earnings and 
standard of living are much lower. 
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